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THE  SAFE  BANKING  ACT  OF  1977 


TUESDAY,  SEPTEMBER  6,  1977 

House  of  Representatives, 
Subcommittee  on  Financial  Institutions 
Supervision,  Regulation  and  Insurance  of  the 
Committee  on  Banking,  Finance  and  Urban  Affairs, 

Washington,  D.C. 

The  subcommittee  met,  pursuant  to  notice,  at  10:05  a.m.,  in  room 
2128,  Rayburn  House  Office  Building,  Hon.  Fernand  J.  St  Germain 
(Chairman  of  the  subcommittee),  presiding. 

Present:  Representatives  St  Germain,  Annunzio,  Hubbard,  Der- 
rick, LaFalce,  Allen,  Cavanaugh,  Dakar,  Mattox,  Rousselot,  Wylie, 
Hyde,  and  Leach. 

Also  present:  Congressman  James  J.  Blanchard  of  Michigan. 

Chairman  St  Germain.  The  subcommittee  will  come  to  order. 

These  hearings  are  a  preliminary  to  what  I  hope  will  be  a  serious 
and  vigorous  effort  to  improve  the  Nation's  banking  codes. 

The  Comptroller  of  the  Currency's  report  on  Bert  Lance  places  a 
new  and  brighter  spotlight  on  longstanding  banking  problems. 
Once  again  we  see  a  banking  situation  filled  with  questions  about 
insider  lending,  tie-ins  among  banking  institutions  and  the  ease 
with  which  changes  in  bank  control  are  financed. 

And,  once  again,  we  have  before  us  major  questions  about  the 
cozy  fraternal  atmosphere  which  permeates  Federal  bank  regula- 
tion. 

In  recent  years  this  subcommittee  has  tried  diligently  to  pursue 
investigations  of  serious  banking  problems.  We  conducted  extensive 
inquiries  into  the  failure  of  the  U.S.  National  Bank  at  San  Diego, 
the  Franklin  National  Bank  in  New  York  and,  during  the  past 
year,  we  have  been  conducting  field  hearings  and  ongoing  staff 
studies  of  banking  problems  in  Texas  and  the  Southwest — the  so- 
called  r^nt-a-bank  schemes. 

Before  the  Comptroller's  report  emerged  on  the  Georgia  banking 
problems,  this  subcommittee  was  drafting  legislation  dealing  with 
the  basic  problems  which  have  emerged  into  these  recent  banking 
investigations  and  which  were  present  in  last  year's  GAO  audit  of 
the  supervisory  agencies. 

It  is  my  intention  to  introduce  the  legislation  this  week  and 
move  into  legislative  hearings  on  September  14  with  hopes  of 
having  a  bill  on  the  floor  before  the  end  of  the  session. 

The  Comptroller's  report  of  August  18  provides  this  subcommit- 
tee with  an  important  set  of  case  histories.  While  the  report  leaves 
questions  and,  while  its  documentation  is  incomplete,  it,  neverthe- 
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less,  does  give  the  public  a  rare  insight  into  the  secret  world  of 
banking  and  bank  regulation. 

It  has  moved  banking  phrases— like  "compensating  balances" 
and  "correspondent  relationships" — from  the  deep  recesses  of  the 
financial  pages  to  the  front  pages.  The  American  public  is  being 
awakened.  The  Congress  would  be  remiss — and  rightfully  criti- 
cized—if it  ignored  the  problems  regardless  of  the  personalities 
which  may  be  involved. 

We  have  heard  many  statements  about  various  situations  not 
being  "prosecutable."  Questions  of  prosecution  are  clearly  outside 
the  jurisdiction  of  this  subcommittee,  but  we  are  vitally  concerned 
about  unsafe  and  unsound  banking  practices. 

Our  investigations,  too  often,  have  revealed  bankers  intent  on 
using  their  charters  for  self-interest  and  self-dealing.  Bankers  use 
other  people's  money — depositor's  funds — and  they  have  a  distinct 
responsibility  to  handle  these  funds  wisely  and  in  the  interests  of 
the  community  they  serve.  Banks  are  not  the  personal  toys  of 
bankers — at  least  they  are  not  supposed  to  be. 

While  I  do  not  want  to  prejudge,  the  evidence  I  have  seen  to  date 
leads  me  to  believe  that  Mr.  Lance,  his  family,  and  friends  regard- 
ed the  Calhoun  First  National  Bank  as  their  playpen,  to  be  used  as 
they  pleased. 

The  insider  pattern  at  Calhoun  First  National  is  fairly  clear  and 
I  am  concerned  that  same  philosophy  may  have  been  carried  over 
to  the  National  Bank  of  Georgia.  These  are  questions  that  we  will 
explore  here  today. 

In  making  his  report  to  what  constitutes  a  nationwide  audience, 
I  regret  that  the  Comptroller  of  the  Currency  is  less  than  definitive 
about  what  constitutes  sound  and  unsound  banking,  suggesting  in 
one  part  of  the  report  that  the  pattern  "raises  unresolved  questions 
as  to  what  constitutes  acceptable  banking  practice." 

I  think  the  Nation's  banking  system  will  be  best  served  by  an 
early  and  very  clear  statement  from  the  Comptroller  on  all  the 
banking  practices  raised  in  this  matter. 

Regardless  of  what  the  Comptroller  does,  it  is  our  intent  and 
hope  that  this  subcommittee  and  the  Congress  will  in  coming 
weeks  speak  in  unmistakable  tones  and  in  clear  language  about 
what  constitutes  sound  banking. 

With  this  subcommittee's  long  record  of  oversight  on  other  bank- 
ing problems  in  other  areas  of  the  Nation — and  under  preceding 
administrations— our  failure  to  look  at  this  situation  could  only 
cast  doubt  on  the  credibility  of  the  legislative  process. 

Four  years  and  eleven  months  ago— almost  to  the  day— I  sat  in 
this  very  committee  room  and  argued  in  support  of  the  efforts  of 
our  late  chairman,  Wright  Patman,  to  investigate  the  laundering  of 
campaign  funds  through  banks.  In  an  unfortunate  display  of  parti- 
san excesses,  our  efforts  were  blocked. 

That  was  a  sad  chapter  in  the  history  of  this  committee  and, 
from  that  experience,  I  hope  we  have  learned  something  about  the 
folly  of  allowing  legislative  responsibilities  to  be  guided  by  real  or 
imagined  concern  for  personalities  in  the  executive  branch. 

I  wish  to  stress  the  factfinding  nature  of  this  hearing.  Any 
violation  of  State  or  Federal  statutes  that  may  or  may  not  exist 


will  be  left  to  the  appropriate  law  enforcement  and  regulatory 
agencies  for  determination. 

Matters  solely  within  the  province  of  regulatory  agencies,  such 
as  rumored  personnel  actions  based  upon  internal  inquiries,  will 
remain  the  sole  responsibility  of  the  respective  agency  concerned. 
It  is  not  our  purpose  to  embarrass  any  witness  or  to,  in  any  way, 
compromise  or  to  impair  any  witness'  rights. 

By  proceeding  in  this  manner,  we  believe  that  events  leading  up 
to  the  current  situation  can  be  placed  in  perspective  and  that  all 
individuals  reflected  upon  to  date  will,  by  this  process,  have  a  full 
opportunity  to  advise  the  subcommittee  of  the  basis  for  their  re- 
spective judgments  where  actions  have  been  brought  into  question. 

To  continue  to  allow  these  matters  to  be  the  subject  of  specula- 
tion, inference,  and  innuendo,  in  my  judgment,  can  do  irreparable 
harm  to  the  trust  and  confidence  the  public  at  large  has,  and  must 
continue  to  have  in  the  soundness  of  this  Nation's  financial  institu- 
tions and  the  overall  adequacy  of  bank  supervision  generally. 

Mr.  Rousselot? 

Mr.  Rousselot.  Thank  you,  Mr.  Chairman. 

I  am  sure  that  many  of  us  are  appreciative  of  your  effort  to 
schedule  these  hearings.  These  are  not  new  for  us.  As  you  know, 
we  were  down  in  Texas  last  year  in  a  similar  kind  of  inquiry. 

I  just  have  a  couple  of  observations. 

As  you  have  already  indicated,  this  hearing  is  not  simply  or  even 
primarily  an  inquiry  into  the  financial  affairs  of  Bert  Lance. 
Rather,  it  is  part  of  the  ongoing  oversight  of  the  process  of  supervi- 
sion, regulation,  and  insurance  of  financial  institutions. 

Previous  hearings  have  dealt  with  the  failures  of  the  Franklin 
National  Bank  and  the  U.S.  National  Bank;  with  the  series  of 
failures  of  several  banks  located  in  the  San  Antonio,  Tex.,  area; 
with  a  General  Accounting  Office  study  of  Federal  supervision  of 
State  and  national  banks;  and  with  the  international  lending  ac- 
tivities of  American  banks. 

All  of  these  hearing  have  been  designed  to  enable  the  subcom- 
mittee to  keep  abreast  of  developments  in  bank  supervision,  so  that 
we  can  do  our  part  to  insure  that  the  confidence  which  the  Ameri- 
can people  have  in  the  safety  and  soundness  of  financial  institu- 
tions will  continue  to  be  justified. 

A  major  question  which  should  be  addressed  in  these  hearings  is 
whether  such  practices  as  running  six-figure  overdrafts  to  finance 
political  campaigns,  disclosed  in  the  Comptroller's  report  and  in 
reports  of  investigative  journalists,  represent  standard  operating 
procedure  in  the  banking  industry. 

This  question  is  being  asked  by  bank  customers  who  have  experi- 
enced agony,  inconvenience,  expense,  and  embarrassment  when 
their  accounts  have  inadvertently  become  overdrawn  and  who  are 
under  the  impression  that  it  is  a  criminal  offense  to  knowingly 
write  a  check  on  insufficient  funds;  by  candidates  who  have  run  for 
political  office  without  the  benefit  of  an  unlimited  line  of  bank 
credit;  and  by  bank  officers  themselves. 

A  number  of  bank  officers  have  made  very  convincing  state- 
ments that  the  practices  attributed  to  Mr.  Lance  are  not  at  all 
common  in  the  industry.  As  a  matter  of  fact,  several  from  my  State 


have  been  highly  critical  and  say  that  it  just  couldn't  happen  in 
most  banks. 

But,  the  reassuring  effects  of  these  statements  may  be  more  than 
offset  by  President  Carter's  proclamation  that  he  is  "proud"  of  Mr. 
Lance.  People  want  to  know  what  the  rules  of  the  game  are,  and 
they  want  to  believe  that  the  rules  are  evenhandedly  enforced. 

After  these  hearings  are  completed,  this  subcommittee  may  con- 
clude that  there  is  a  need  for  new  legislation.  For  example,  it  may 
make  sense  to  provide  that  officers  and  directors  of  banks  shall  not 
borrow  money  from  banks  with  which  their  own  banks  have  a 
correspondent  relationship. 

I  would  caution  my  colleagues  that  it  is  very  important  to  the 
maintenance  of  confidence  in  the  bank  supervisory  process  that  the 
need  for  any  new  legislation  be  clearly  demonstrated. 

Recent  experience  with  the  combination  of  a  congressional  pay 
raise  with  a  so-called  new  code  of  ethics  shows  that  the  public  is 
becoming  increasingly  cynical  regarding  the  use  of  legislation  as  a 
substitute  for  a  willingness  to  enforce  existing  statutes  and  regula- 
tions. 

Finally,  it  is  my  belief,  which  I  have  expressed  in  a  letter  to  the 
chairman  dated  September  1,  that  the  subcommittee  will  need  to 
call  upon  representatives  of  the  correspondent  banks  and  of  the 
Department  of  Justice,  and  perhaps  upon  additional  witnesses  from 
the  Department  of  the  Treasury,  in  order  to  gain  a  sufficient 
understanding  of  the  matters  set  forth  on  the  Comptroller's  report. 
The  chairman  has  assured  me  that  he  will  give  prompt  and  full 
consideration  to  my  request. 

Thank  you,  Mr.  Chairman. 

Chairman  St  Germain.  This  morning  we  have  the  following 
witnesses:  Robert  Bloom,  First  Deputy  Comptroller  of  the  Curren- 
cy— I  will  ask  the  witnesses  to  step  forward  to  the  witness  table — 
Donald  L.  Tarleton,  Regional  Administrator,  Office  of  the  Comp- 
troller of  the  Currency  of  Atlanta;  Robert  Guyton,  president,  Na- 
tional Bank  of  Georgia;  King  Cleveland,  director.  National  Bank  of 
Georgia;  Y.  Atkins  Henderson,  Jr.,  chairman,  Calhoun  First  Na- 
tional Bank;  and  John  E.  Davis,  president  of  Calhoun  First  Nation- 
al Bank. 

Clearly,  this  is  a  wide-ranging  case.  It  may  be  necessary  to  call 
additional  witnesses  as  the  subcommittee  explores  all  of  its  ramifi- 
cations. We  will  be  moving  into  legislative  hearings,  and  these 
additional  witnesses  can  be  fitted  into,  hopefully,  that  schedule. 

Now,  if  the  witnesses  would  be  good  enough  to  step  forth  to  the 
witness  table. 

Gentlemen,  would  you  identify  yourselves. 

Mr.  Guyton.  Bob  Guyton. 

Mr.  Davis.  John  Davis. 

Mr.  Henderson.  Y.  Atkins  Henderson. 

Mr.  Bloom.  Robert  Bloom. 

Mr.  Tarleton.  Donald  Tarleton. 

Mr.  Cleveland.  King  Cleveland. 

Chairman  St  Germain.  Gentlemen,  would  you  be  good  enough  to 
raise  your  right  hands,  while  I  administer  the  oath. 

Mr.  Annunzio.  Mr.  Chairman,  you  are  asking  the  witnesses  to 
raise  their  right  hands.  I  would  like  to  raise  the  point  that  Mr. 


Bloom  is  already  a  public  official.  He  has  already  taken  the  oath  of 
office  and  sworn  to  uphold  the  laws  of  the  Constitution  of  the 
United  States. 

Does  he  have  to  do  it  a  second  time? 

Chairman-  St  Germain.  I  don't  think  Mr.  Bloom  has  any  objec- 
tions to  taking  the  oath.  He  has  taken  it  already,  I  believe,  in  some 
of  the  inquiries  involved. 

Mr.  Bloom.  Yes;  I  have.  That  fact  alone,  of  course,  raises  compli- 
cations, Mr.  Chairman.  But,  I  have  absolutely  no  objection  whatso- 
ever to  taking  an  oath. 

Chairman  St  Germain.  If  you  will  raise  your  right  hands. 

Do  you  solemnly  swear  or  affirm  that  the  testimony  you  are 
about  to  give  before  this  subcommittee  is  the  truth,  the  whole 
truth,  and  nothing  but  the  truth,  so  help  you  God? 

Mr.  Bloom.  I  do. 

Mr.  Tarleton.  I  do. 

Mr.  Guyton.  I  do. 

Mr.  Cleveland.  I  do. 

Mr.  Henderson.  I  do. 

Mr.  Davis.  I  do. 

Chairman  St  Germain.  Thank  you,  gentlemen. 

Mr.  Bloom  and  Mr.  Tarleton,  if  you  would  at  this  point  sit  at  the 
table,  and  we  will  call  upon  the  other  witnesses  as  we  proceed. 

Now,  are  either  of  you  represented  by  counsel? 

Mr.  Tarleton.  Yes,  Mr,  Chairman. 

Chairman  St  Germain.  Could  counsel  be  introduced  to  the  sub- 
committee? 

Mr.  Tarleton.  Yes.  I  am  represented  by  Dennis  Linder,  who  is 
an  attorney  from  the  Civil  Division  of  the  Department  of  Justice.  . 

Chairman  St  Germain.  Mr.  Tarleton,  we  certainly  are  very 
happy  to  have  counsel.  I  understand  some  of  the  other  witnesses 
have  also  brought  attorneys  with  them.  You  are  certainly  entitled 
to  this,  but  I  understand  that  your  counsel  is  not  a  private  lawyer, 
but  comes  from  the  Department  of  Justice. 

Mr.  Tarleton.  That  is  right. 

Chairman  St  Germain.  Now,  I  have  no  objection.  I  don't  think 
anyone  on  the  subcommittee  does. 

However,  in  fairness  to  your  client,  Mr.  Linder,  and  in  fairness 
to  yourself,  I  should  and  must  note  for  the  record  that  some  of  the 
issues  before  the  subcommittee  involve  the  manner  in  which  refer- 
rals were  handled  between  the  Comptroller's  Office  and  Justice, 
the  Department  for  which  you  work. 

You  may  handle  your  assignment  this  morning  as  you  see  fit. 
However,  I  do  feel  that  we  should  note,  and  you  should  note,  the 
potential  for  a  conflict  of  interest. 

Mr.  Linder.  I  understand  that,  Mr.  Chairman,  I  am  here  repre- 
senting Mr.  Tarleton  in  his  personal  capacity  pursuant  to  the 
Attorney  General's  guidelines.  I  am  a  member  of  the  Civil  Division 
of  the  Department  of  Justice. 

I  am  not  here  as  a  representative  of  the  Department  of  Justice, 
but  am  simply  fulfilling  the  Justice  Department's  traditional  func- 
tion of  representing  Federal  employees  in  certain  matters  that  the 
Attorney  General  has  said  they  can  do. 
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We  believe  that  it  does  not  create  any  conflict  because  any 
matters  of  referrals  would  be  in  the  Criminal  Division,  of  which  I 
am  not  a  member. 

Chairman  St  Germain.  I  understand,  Mr.  Bloom,  Mr.  Tarleton, 
you  have  opening  statements  that  you  would  like  to  present. 

Mr.  Bloom.  I  have  a  very  brief  opening  statement,  Mr.  Chair- 
man. 

TESTIMONY  OF  HON.  ROBERT  BLOOM,  FIRST  DEPUTY 
COMPTROLLER  OF  THE  CURRENCY 

Mr.  Bloom.  Mr.  Chairman  and  members  of  this  subcommittee,  I 
appreciate  this  opportunity  to  testify  on  the  questions  raised  by  the 
report  of  the  Comptroller  of  the  Currency  dated  August  18,  1977, 
entitled  "Inquiry  Into  Certain  Matters  Relating  to  T.  Bertram 
Lance  and  Various  Financial  Institutions." 

As  the  subcommittee  of  the  House  of  Representatives  responsible 
for  oversight  of  the  performance  of  the  Federal  banking  agencies, 
this  subcommittee  is  vitally  interested  in  the  chain  of  events  when 
a  prominent  banker  is  nominated  for  a  Cabinet  level  position. 

I  know  that  this  subcommittee  is  also  interested  in  the  events 
leading  up  to  the  necessity  for  an  agreement  between  the  board  of 
directors  of  the  Calhoun  First  National  Bank,  of  which  Mr.  Lance 
was  the  chairman  of  the  board  at  the  time,  and  the  Comptroller's 
Office. 

This  agreement  was  entered  into  at  the  end  of  1975  and  I,  as 
First  Deputy  Comptroller  for  Policy  at  that  time,  did  not  partici- 
pate in  the  negotiation,  execution,  or  operation  of  the  agreement. 
Neither  did  I  participate  in  the  termination  of  the  agreement  later 
on,  and  I  had  no  advance  knowledge  of  the  termination  of  that 
agreement. 

There  are  others  within  the  Office  who  can  testify  more  knowl- 
edgeably  on  the  agreement,  although  I  shall  be  glad  to  respond  to 
any  of  the  subcommittee's  questions  to  the  best  of  my  knowledge. 

I  would  like,  therefore,  to  devote  my  opening  statement  to  the 
events  in  which  I  did  participate  personally.  Those  events  concern 
the  review  of  Mr.  Lance's  qualifications  prior  to  his  confirmation  as 
Director  of  0MB  and  recent  allegations  in  the  press  that  during 
that  preconfirmation  review  I  tried  to  conceal  information  about 
Mr.  Lance  from  proper  authorities. 

Contrary  to  those  press  allegations  my  actions  during  this  period 
were  intended  to  communicate  Mr.  Lance's  record  as  a  banker  to 
those  at  the  highest  levels  of  the  legislative  and  executive  branches 
who  were  constitutionally  responsible  for  his  nomination  and  con- 
firmation. 

These  actions  were  as  follows: 

From  July  31,  1976,  to  July  12,  1977,  the  position  of  Comptroller 
of  the  Currency  was  vacant  and  by  statute  the  First  Deputy  Comp- 
troller exercises  his  functions  during  the  vacancy.  For  this  period, 
therefore,  I  headed  the  Federal  agency  primarily  responsible  for 
the  examination  and  supervision  of  this  country's  approximately 
4,700  federally  chartered  national  banks. 

About  November  30,  1976,  or  December  1,  1976,  the  Comptroller's 
Office  received  inquiries  from  the  press  concerning  the  existence  of 
possible  enforcement  agreements  pursuant  to  the  Financial  Institu- 


tions  Supervisory  Act,  between  the  Comptroller's  Office  and  the 
National  Bank  of  Georgia  or  the  Calhoun  First  National  Bank, 
Calhoun,  Ga. 

The  facts  were  that  there  was  an  enforcement  agreement  in 
force  with  the  Calhoun  bank  from  December  2,  1975,  to  November 
22,  1976. 

Our  normal  response  to  press  inquiries  concerning  enforcement 
agreements  is  not  to  comment.  This  is  in  accordance  with  the 
legislative  intent  of  the  act — which  I  participated  in  drafting  as 
Chief  Counsel  of  the  Office  in  1966,  along  with  the  General  Coun- 
sels of  the  FDIC,  FHLBB,  and  the  Federal  Reserve — that  proceed- 
ings pursuant  to  the  act  would  be  accorded  privacy  unless  the 
agency,  after  consulting  with  the  bank,  found  that  an  overriding 
public  interest  required  publication. 

On  December  1,  1976,  the  impending  nomination  by  President- 
elect Carter  of  Mr.  Lance  to  a  high  level  position  was  widely 
reported  but  not  yet  officially  confirmed.  I  concluded,  therefore, 
that  this  was  a  situation  where  there  could  well  be  an  overriding 
public  interest  in  disclosure  of  the  existence  of  the  Calhoun  agree- 
ment. 

Before  replying  to  the  press  inquiries,  however,  the  law  required 
me  to  call  the  principal  officers  of  the  bank  involved  to  obtain  their 
views  on  the  publication  of  the  existence  of  the  agreement;  not  to 
obtain  their  consent,  but  in  effect  to  consult  with  them  about  the 
publication  of  the  agreement. 

I  also  believed  that  calling  Mr.  Lance  was  the  quickest  and 
surest  way  of  my  communicating  to  others  high  up  in  the  incoming 
administration  the  facts  I  knew  concerning  the  banks  managed  by 
Mr.  Lance.  I  felt  sure  from  what  I  had  read  of  the  relationships  of 
Mr.  Lance  and  the  President-elect  that  Mr.  Lance  would  not  keep 
anything  of  importance  from  Mr.  Carter. 

I  therefore  on  December  1,  1976,  placed  calls  to  Mr.  Y.  A.  Hen- 
derson, president  of  Calhoun,  and  Mr.  Lance,  chairman  of  the 
board  of  directors  of  Calhoun,  who  incidentally  remained  chairman 
of  the  board  of  the  Calhoun  National  Bank  until  January  23,  1977. 

When  I  told  Mr.  Lance  about  the  press  inquiries  concerning  the 
possible  existence  of  an  enforcement  agreement  at  either  National 
Bank  of  Georgia  or  Calhoun,  Mr.  Lance  asked  for  my  advice  as  to 
what  he  should  do.  I  suggested  that  he  do  two  things  immediately: 

First,  that  he  fully  brief  President-elect  Carter  or  Mr.  Jody 
Powell  as  to  all  facts  concerning  the  enforcement  agreement  so 
that  they  would  not  be  caught  unaware  by  any  reporters'  ques- 
tions; and  second,  that  we  draft  a  release  describing  the  circum- 
stances surrounding  the  entry  of  the  agreement  and  its  satisfactory 
compliance  by  the  bank  and  later  termination. 

Subsequent  events  confirm  that  Mr.  Lance  followed  my  advice  on 
both  counts. 

Mr.  Henderson's  reply  indicated  some  concern  about  adverse 
publicity  affecting  the  Calhoun  Bank,  but  he  deferred  to  Mr.  Lance 
as  to  a  final  determination. 

Mr.  Lance  said  he  was  perfectly  willing  to  disclose  any  matters 
about  his  own  affairs  or  his  immediate  family,  but  did  not  wish  the 
Office  to  say  anything  to  the  press  that  might  have  the  effect  of 
hurting  the  bank  or  third  parties. 
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Mr.  Lance  said  that  he  wished  me  to  discuss  the  matter  with 
Judge  Sidney  Smith,  an  attorney  with  the  law  firm  of  Alston, 
Miller  &  Gaines  in  Atlanta.  Another  partner  in  this  firm  was  Mr. 
John  L.  Moore,  Jr.,  who  I  understand  was  the  person  in  charge  of 
the  conflict-of-interest  standards  to  be  applied  to  appointees  in  the 
Carter  administration.  The  senior  partner  in  the  firm  was  Mr. 
Philip  H.  Alston,  now  the  U.S.  Ambassador  to  Australia. 

On  December  1,  1976,  I  had  a  telephone  conversation  with  Mr. 
Smith  and  Mr.  Moore  in  which  we  discussed  a  proposed  press 
release  summarizing  the  supervisory  problems  of  the  Comptroller's 
Office  with  the  Calhoun  bank  and  the  resolution  of  those  problems. 

One  of  the  matters  deal  with  in  the  draft  press  release  was  the 
existence  of  an  enforcement  agreement  between  the  Comptroller's 
Office  and  the  Calhoun  bank  for  approximately  1  year  from  Decem- 
ber 1975  through  November  1976. 

In  the  course  of  these  discussions  I  suggested  to  Judge  Smith 
that  he  obtain  a  copy  of  the  agreement  from  the  bank  and  it  is  my 
understanding  that  he  did  so  either  that  day  or  the  next. 

I  also  was  interested  to  read  in  the  Washington  Post  on  Septem- 
ber 1,  1977,  Mr.  Moore's  statement  that  following  this  conversation 
he  telephoned  President-elect  Carter  and  told  him  about  the  report- 
er's inquiry  of  Bloom  and  read  him  the  suggested  statement. 

As  a  result  of  my  telephone  conversations  with  Judge  Smith  and 
Mr.  Lance,  participated  in  by  Mr.  Moore,  I  believed  at  all  times 
thereafter  that  the  President-elect  and  members  of  the  transition 
team  responsible  for  appointments  were  aware  of  the  most  serious 
problems  known  to  me  at  that  time  in  connection  with  Mr.  Lance's 
banking  background. 

Later  in  the  months  of  December  1976,  and  early  January  1977,  I 
made  additional  information  concerning  these  problems  available 
to  the  FBI  in  the  course  of  the  routine  background  check  on  Mr. 
Lance. 

The  FBI,  in  the  course  of  making  that  check,  interviewed  em- 
ployees of  our  Atlanta  and  Washington  offices,  including  me,  and 
were  supplied  with  information  concerning  our  referral  to  the  De- 
partment of  Justice  of  the  campaign  committee  overdrafts  and  the 
information  in  our  examination  reports  showing  overdrafts  by  Mr. 
and  Mrs.  Lance. 

The  FBI  was  also  aware  of  the  Campbell  case,  a  major  defalca- 
tion in  Calhoun  which  the  FBI  had  investigated  in  1975.  Newspa- 
per stories  had  appeared  about  our  regulatory  problems  at  the 
Calhoun  bank. 

However,  the  Senate  committee  staff,  in  preparing  for  Mr. 
Lance's  confirmation  hearing,  did  not  ask  to  review  our  files  or  for 
a  confidential  briefing.  I  thus  assumed  that  the  committee  from 
elsewhere  had  obtained  whatever  detailed  information  it  believed 
was  necessary. 

Therefore,  when  I  was  requested  by  the  Senate  committee  for  a 
letter  on  the  public  record,  commenting  on  Mr.  Lance's  qualifica- 
tions, it  was  my  assumption  that  the  President-elect,  someone  on 
his  staff,  or  the  transition  attorneys  had  made  available  to  the 
committee  the  information  already  in  their  possession. 

The  letter  requested  from  me  was  for  the  public  record,  not  a 
request  for  transactional  information  concerning  Mr.  Lance's  af- 
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fairs.  This  was  clear  to  me  from  the  amount  of  time,  a  little  over  1 
business  day,  I  was  given  to  respond. 

The  Senate  committee  staff  in  its  request  for  a  letter  emphasized 
that  the  chairman  wished  me  to  express  a  judgment  as  to  Mr. 
Lance's  fitness  for  the  post  to  which  he  had  been  nominated.  As  a 
career  employee  I  was  not  sure — and  I  am  still  not  sure — of  the 
appropriateness  of  such  a  request,  but  Mr.  Schaefer  made  it  clear 
the  committee  desired  it. 

Our  supervisory  problems  at  Calhoun  appeared  from  the  infor- 
mation then  available  to  me  to  involve  poor  banking  practice 
rather  than  dishonesty  and  I  did  not  think  that  these  problems 
disqualified  Mr.  Lance  from  public  office. 

I  therefore  commented  in  my  letter  on  the  problems  found  at  the 
Calhoun  bank,  but  I  tried  to  balance  the  negative  comments  with 
references  to  Mr.  Lance's  considerable  positive  accomplishments  as 
a  banker. 

It  is  important  to  bear  in  mind  that  at  the  time  of  my  letter  to 
the  Senate  committee  I  had  no  knowledge  whatsoever  of  the  allega- 
tions concerning  compensating  balance  loans  at  the  First  National 
Bank  of  Chicago,  Manufacturers  Hanover  Trust  Co.  of  New  York, 
and  other  institutions.  Neither  did  I  have  the  complete  story  on  the 
Lance  and  the  Lance  in-law  overdrafts. 

The  information  on  those  matters  took  a  force  of  about  40  exam- 
iners and  attorneys  approximately  5  weeks  to  assemble  in  July  and 
August  of  this  year,  and  is  contained  in  the  printed  document 
dated  August  18,  1977. 

I  would  say,  however,  that  if  I  had  known  at  that  time  of  the 
additional  transactions  listed  in  our  August  18,  1977,  report  and 
the  additional  details  of  the  previously  known  transactions,  I  would 
have  expressed  myself  differently  in  my  letter  to  the  Senate  com- 
mittee. 

I  shall  be  glad  to  respond  to  any  questions  from  this  subcommit- 
tee. Thank  you. 

[The  letter  referred  to  by  Mr.  Bloom  follows:] 
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Washingtcn.D  C  20219 


Honorable  Abraham  R'. bicoff 

Chairman 

Committee  on  Governnicnt  Operations 

330S  Dirksen  Senate  Ofrice   Building 

Washmi^ton,    D.    C.     20510 


Dear  Mr.    Chairman: 

I  lia\e  been  reqacstecl  by-  Nir.  David  Schaefer  of  the  committee  staff  to 
give  you  my  opinion  ol  th.e  qualifications  of  Mr.  Thomas  3.  Lar.co  for 
the  office  cf  Director  cf  the  Office  of  .Management  and  F.ud^et. 

My  ki.owlodue  of  .Mr.    Lance's  qualifications   is  based  prim.arily  upon  the 
records  of  this  Office  concerrinj  the  Calhoun  First  National  Bank,    Calhoun, 
Georgia,    and  the  Nalio.nal  Bank  of  Georgia,   Atlanta.      Mr.    Lance  has  been 
for  a  number  of  years  the  Chairnian  of  the  Board  of  Directors  of  the  Calhou:i 
bank  and  President  of  'he  Nationa!   Rank  of  Georgia. 


re;jularly   scheduled 

-    ;   I  hat  the  bank 


.•Xs  has  been  recently  reported  in  the  press,  di 
examina'.iune  of  the  Calhoun  bank  in  1<^7S,  it  v., 
h.ad  pern.ittod  acccun'.b  maintained  Ijy  the  Lancc  .    Ca'-.nai;^n 

Committee  in   074  lo  become  ov,Mdrav>-n.     A  fvli  '      n  '.nto  the  facts 

of  this  ma'.or  w?  s  r>ado  by  this  Office,    and  it  '.vas  our    -.onclusiwn  that  no 
violatior.o  of   la  U.S.C.    ulO  had  occurred.      However,    since  such  determina- 
tions can  only  be  jiiadc  officially  by  the  Dopartiv.cnt  of  Justice,    the  facts 
«'ere   referred  to  tliat  D.jpartment  and  '.ve  understand  that  after  consideration, 
the   file  wa's  c!os>-d  a-   not  wam.ili'-. j  furllier  action. 


It  has  al.'o  been  correctly   reported  in  the  press  that  tiie  Calhoun  bank  allowed 
directors   related  to  .Mrs.    i^ance  lo  overdra'.v  their  accounts  for  varying 
lengths  of  tijne   m  violation  of  yood  l.'anking  practice.      However,    in  response 
to  criticism  of  th.is   jjractice  by  our  e>:.-\ininers,    the  amounts  of  al!   overdrafts 
wore  paid  at  standard  rates  of  interest  and  tlie  bank  suffered  no  losses 
in  connectic;n  therewith. 

Mr.    Lance  along  with  some  associate?  acquired  controlling   stock  interest 
in  the  National  Bank  of  Georgia  early  in   1975  and  he  has   served  as  President 
of  the  bank  since  that  date.      Under  his  leadership  the  bank  has  grown  in 
deposit  si/.e  from  $224  million  to  $334  million  and  has  emerged  as  an 
aggressive  competitor  in  the  Atlanta  n-.arket. 

Mr.    Lance  enjoys  a  very  good  reputation  in  the  banking  community  and  it 
is  my  opinion  based  upon  all  the  facts  available  to  me  that  .Mr.    Lance  is 
well  qualified  to  serve  as  the  Director  of  the  Office  of  Management  and 
Budget. 


11 

Chairman  St  Germain.  Thank  you,  Mr.  Bloom. 
Mr.  Tarleton? 

TESTIMONY  OF  DONALD  L.  TARLETON,  REGIONAL  ADMINIS- 
TRATOR, OFFICE  OF  THE  COMPTROLLER  OF  THE  CURRENCY, 
ATLANTA,  GA.;  ACCOMPANIED  BY  DENNIS  G.  LINDER,  COUN- 
SEL, CIVIL  DIVISION,  DEPARTMENT  OF  JUSTICE 

Mr.  Tarleton.  Mr.  Chairman,  and  members  of  the  subcommit- 
tee, I  appreciate  this  opportunity  to  appear  voluntarily  before  this 
subcommittee  to  testify  regarding  its  general  concerns  and  respon- 
sibilities on  the  question  of  bank  supervision  by  Federal  banking 
agencies  and,  more  particularly,  questions  which  have  recently 
been  raised  regarding  the  report  of  the  Comptroller  dated  August 
18,  1977,  entitled  "Inquiry  Into  Certain  Matters  Relating  to  T. 
Bertram  Lance  and  Various  Financial  Institutions." 

I  think  that  it  is  important  to  an  understanding  of  my  testimony 
to  know  from  the  outset  that  I  am  a  career  employee  of  the 
Comptroller's  Office  with  a  background  as  a  national  bank  examin- 
er. 

I  have  been  an  employee  of  the  Office  of  the  Comptroller  of  the 
Currency  for  17  years,  10  years  of  which  have  been  served  in  the 
field  as  either  an  Assistant  National  Bank  Examiner  or  Commis- 
sioned National  Bank  Examiner. 

My  last  7  years  have  been  devoted  to  the  administrative  func- 
tions of  regional  offices,  including  2  years  as  Regional  Administra- 
tor in  the  Sixth  National  Bank  Region  which  is  headquartered  in 
Atlanta,  Ga.,  and  encompasses  the  States  of  Georgia,  South  Caroli- 
na, and  Florida. 

Today,  while  performing  basically  administrative  duties,  I  still 
have  a  vital  interest  in  the  examination  function  and,  when  appro- 
priate, take  administrative  action  directed  at  the  correction  of 
deficiencies  discovered  as  a  result  of  the  examination  process. 

I  view  commercial  banks  as  being  not  only  a  part  of  the  national 
monetary  system,  but  as  a  financial  intermediary  whose  soundness 
and  competitiveness  are  vital  to  the  economic  health  of  the  local 
community. 

The  recent  report  of  the  Comptroller  of  the  Currency  has  focused 
particular  attention  on  two  banks  in  the  sixth  region,  certain 
transactions  within  those  banks  involving  some  of  their  officers, 
the  tools  available  to  the  Comptroller  of  the  Currency  to  detect  and 
correct  those  problems,  as  well  as  how  the  tools  were  used. 

I  would  like  to  focus  my  testimony  on  that  subject,  as  I  believe 
that  is  what  may  be  of  considerable  interest  and  benefit  to  this 
subcommittee. 

I  would  add  that  I  am  sorely  tempted  to  use  this  hearing  to 
respond  item-by-item  to  each  of  the  several  allegations  from  un- 
named sources  made  against  me  personally  that  have  recently  been 
circulated  in  the  press,  but  will  simply  say  that  when  all  of  the 
facts  surrounding  these  matters  are  fully  known,  I  am  confident 
that  everyone  will  realize  the  statements  and  implications  of  im- 
proper action  are  without  foundation. 

Instead,  I  wish  to  describe  to  you  implementation  of  an  enforce- 
ment agreement  entered  into  by  the  Calhoun  First  National  Bank 
and  the  Office  of  the  Comptroller  of  the  Currency  on  December  2, 
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1975,  and  its  subsequent  rescission  on  November  22,  1976,  including 
the  events  and  factors  which  led  to  the  need  for  such  an  agree- 
ment, its  effectiveness,  and  the  factors  and  events  leading  to  its 
termination. 

The  circumstances  which  led  to  the  December  1975  agreement 
are  to  a  large  extent  touched  upon  by  the  Comptroller's  report  and 
are  not  new. 

The  Comptroller's  report  notes  that  questionable  transactions 
had  occurred  for  years  prior  to  1975,  when  I  became  Regional 
Administrator.  These  problems  include  large  overdrafts  of  a  con- 
tinuing nature  to  individuals  related  to  Mr.  Lance  and  who  were  in 
an  ownership  position  of  the  Calhoun  First  National  Bank. 

The  Comptroller's  report  also  describes  two  checking  accounts 
maintained  by  the  Bert  Lance  for  Governor  campaign  that  were 
overdrawn  and  notes  that,  prior  to  June  1974,  the  Calhoun  bank 
permitted  officers,  directors,  some  employees,  and  their  families  to 
overdraw  their  accounts  without  charging  interest  for  the  periods 
during  which  the  accounts  were  overdrawn. 

It  is  further  noted  that  Calhoun  had  no  written  policy  concern- 
ing the  returning  of  checks  when  there  were  insufficient  funds  in 
their  accounts.  Commencing  in  1972,  the  Office  of  the  Comptroller 
of  the  Currency  examiners  mentioned  the  overdraft  practices  in 
examination  reports  and  the  Comptroller's  report  identifies  the 
peak  activity  period  as  September  1974  to  December  1974. 

The  checking  accounts  of  nine  relatives  revealed  overdrafts  over 
the  period  January  1972  to  December  1975.  During  the  peak  period 
of  activity  for  those  nine  individuals  combined,  September  1974  to 
April  1975,  overdraft  totals  were  in  the  $200,000  to  $450,000  range. 

Certain  of  the  overdrafts  amounted  to  extensions  of  credit  to 
executive  officers,  including  Mr.  Lance,  in  excess  of  the  amounts 
permissible  under  12  U.S.C.  375(a). 

This  was,  in  part,  the  state  of  facts  when  I  assumed  my  duties  as 
Regional  Administrator  in  Atlanta  on  September  2,  1975.  Shortly 
thereafter  I  had  occasion  to  review  the  report  of  examination  that 
was  commenced  April  28,  1975. 

Although  I  had  not  had  any  prior  experience  with  the  use  of 
administrative  action  under  the  Financial  Institutions  Supervisory 
Act  of  1966,  it  was  apparent  to  me  upon  examination  of  that  report 
that  some  form  of  administrative  action  was  warranted  in  this 
instance. 

In  addition  to  the  deficiencies  described  within  the  Comptroller's 
report,  it  was  apparent  that  the  extension  of  credit  function  by  the 
bank  needed  to  be  strengthened  with  a  proper  structuring  of  loans 
including  definitive  repayment  programs  based  upon  identified 
sources  of  income  and  with  regard  to  the  obtaining  and  utilization 
of  proper  financial  data  for  credit  analysis,  and  also  with  regard  to 
the  taking  of  collateral. 

Working  in  concert  with  the  Enforcement  and  Compliance  Divi- 
sion and  the  Bank  Review  Division  of  the  Washington  office,  the 
sixth  region  presented  an  enforcement  agreement  to  the  bank's 
board  of  directors  at  a  called  meeting  on  December  2,  1975. 

I  must  say  the  cooperation  of  the  bank  board  and  their  willing- 
ness to  comply  with  the  requirements  of  the  agreement  were  read- 
ily apparent  and  have  remained  so  to  this  time. 
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Subsequently,  the  questionable  overdraft  practices  were  correct- 
ed in  compliance  with  the  agreement,  additional  capital  stock  was 
sold  in  substantial  compliance  with  the  agreement  but,  neverthe- 
less, satisfactory  capital  adequacy  was  achieved  by  other  methods. 

There  has  been  full  compliance  with  the  provision  in  the  agree- 
ment that  no  credit  or  services  from  the  bank  to  Mr.  Lance  or 
others  associated  with  the  bank  for  purposes  of  political  activity 
should  be  granted  without  the  written  approval  of  the  Regional 
Administrator.  There  have  been,  in  fact,  no  such  requests. 

Through  the  agreement  the  board  agreed  to  provide  a  new,  expe- 
rienced senior  lending  officer.  Such  an  officer  was  hired  and  has 
been  very  instrumental  in  bringing  a  higher  degree  of  lending 
expertise  to  the  bank. 

Salaries  considered  to  be  excessive  were  reduced,  liquidity  was 
increased  to  satisfactory  levels,  existing  criticized  loans  were  re- 
structured and  placed  on  sound  liquidation  programs.  In  short, 
substantial  compliance  with  the  agreement  was  effected. 

Throughout  the  first  several  months  of  1976  management's 
intent  to  comply  with  the  provisions  of  the  agreement  became  very 
apparent  and,  in  fact,  significant  improvement  did  occur  in  the 
condition  of  the  bank  with  the  previous  unsafe  and  unsound  prac- 
tices being  discontinued. 

This  information  was  relayed  to  the  Regional  Office  through 
monthly  reports  submitted  by  the  bank  and  also  through  special 
visitations  and  a  regular  examination  during  that  period. 

Based  upon  this  information,  over  a  9-month  period,  I  decided,  in 
approximately  September  1976,  that  the  agreement  had  fully 
served  its  purpose  and  the  attitude  of  the  board  and  management 
to  place  the  bank  in  an  improved  condition  was  clearly  demonstrat- 
ed. 

This  matter  was  telephonically  discussed  at  that  time  between 
my  superior,  Mr.  H.  Joe  Selby,  First  Deputy  Comptroller  for  Oper- 
ations, and  myself  He  concurred  in  my  judgment,  but  I  suggested 
that  since  we  had  another  visitation  scheduled  for  the  month  of 
October,  we  await  its  results  before  actually  rescinding  the  agree- 
ment. 

That  visitation  report  was  received  in  my  office  in  early  Novem- 
ber 1976  and  bore  out  the  previous  conclusion  that  the  operation  of 
the  bank  had  made  a  clear  turnaround  and  was  in  much  better 
condition  than  that  indicated  by  the  April  1975  examination 
report. 

I  would  like  to  stress  the  full  cooperation  of  management  and 
their  apparent  sincere  desire  to  operate  their  bank  in  a  sound  and 
prudent  manner. 

It  is  this  action,  the  termination  of  the  agreement,  that  appears 
to  be  of  major  concern  to  some,  I  would  like  to  set  the  record 
straight  on  this  matter.  The  agreement  was  terminated  for  sound 
banking  factors,  and  for  no  other  reasons. 

While  I  had  decided  in  September  on  such  action,  and  my  judg- 
ment was  supported  by  my  superior,  both  at  that  time  and  again  in 
November,  I  waited  for  the  results  of  the  October  visitation.  The 
latter  part  of  1976  was  very  hectic  for  the  entire  Office  of  the 
Comptroller  and  in  particular  the  sixth  region,  and  implementa- 
tion of  the  decision  did  not  occur  immediately. 


95-478  O  -  77  -  2 


14 

When  Mr.  Lance  visited  me  on  November  22  to  inform  me  re- 
garding a  shift  of  management  at  the  National  Bank  of  Georgia 
due  to  his  impending  appointment  as  Director  of  the  Office  of 
Management  and  Budget,  it  served  as  a  reminder  that  the  formal 
rescission  had  not  yet  been  completed. 

While  I  can  understand  how  sinister  motives  can  be  placed  on 
these  facts,  I  wish  to  state  that  at  no  time— on  November  22  or 
otherwise — was  I  ever  requested  to  rescind  the  agreement  by  Mr. 
Lance,  nor  did  I  do  so  for  any  reasons  other  than  my  conclusion, 
arrived  at  in  September,  that  the  agreement  had  fully  served  its 
purpose  and  was  no  longer  necessary. 

Both  my  belief  in  the  correctness  of  the  termination  of  the 
agreement,  as  well  as  the  reasons  such  action  was  taken,  is  fully 
supported  by  the  fact  that  the  next  month  I  fully  discussed  the 
principal  problems  of  the  Calhoun  bank,  the  imposition  of  the 
enforcement  agreement  and  its  release  with  an  FBI  special  agent 
conducting  a  background  investigation  regarding  Mr.  Lance.  Fur- 
ther, I  offered  at  that  time  to  have  the  agent  review  any  and  all 
documents. 

On  November  22,  1976,  after  again  discussing  the  rescission  of 
the  agreement  with  my  superior  and  with  my  regional  counsel,  I 
took  the  formal  action  to  rescind  the  agreement. 

I  am  pleased  to  report  that  the  release  of  the  agreement  has  in 
no  way  worked  toward  the  detriment  of  the  Calhoun  bank,  but  that 
its  rehabilitative  efforts  have  continued  with  the  same  vigor  and 
all  indications  to  date  are  that  the  bank  is  in  sound  condition  and 
being  managed  in  a  much  more  sophisticated  and  professional 
manner. 

I  think  the  example  may  be  illustrative  of  the  importance  of 
being  able,  by  swift  and  flexible  methods,  to  obtain  correction  of 
deficiencies  in  national  banks. 

In  other  words,  regulators  should  not  be  hesitant  to  impose  ad- 
ministrative tools  when  required  but  should  not  be  hesitant  to 
reward  bank  management  and  directors  by  giving  recognition  to 
their  best  efforts  by  releasing  them  from  such  administrative  man- 
dates when  it  becomes  clear  that  they  are  no  longer  needed. 

I  have  little  familiarity  with  the  portion  of  the  Comptroller's 
report  on  Mr.  Lance  that  relates  to  correspondent  banking  ac- 
counts of  the  two  Georgia  banks  and  loans  to  principals  of  those 
loans  from  the  depository  banks  since  I  became  aware  of  them  as  a 
result  of  newspaper  accounts  and  did  not  participate  in  any  way  in 
the  investigation  or  report  prepared  by  the  Comptroller  into  this 
matter. 

That  concludes  my  prepared  statement,  and  I  would  be  more 
than  pleased  to  try  and  answer  any  questions  you  may  have. 

Chairman  St  Germain.  I  would  ask  unanimous  consent  to  have 
placed  in  the  record  letters  addressed  to  the  witnesses  requesting 
that  they  appear  before  the  subcommittee. 

[Letters  addressed  to  the  witnesses  requesting  their  appearance 
before  the  subcommittee,  along  with  additional  correspondence, 
follow:] 
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U.S.  HOUSE  OF  REPRESENTATIVES 

SUBCOMMITTEE  ON  FINANCIAL  INSTITUTIONS 
SUPERVISION.  REGULATION  AND  INSURANCE 

OF  THE 

COMMITTEE  ON  BANKING.  FINANCE  AND  URBAN  AFFAIRS 

NlNCTY-FirTH  CONGRESS 

WASHINGTON,  D.C.  20515 
August  23,  1977 


Mr.  Robert  Bloom 

First  Deputy  Conptroller 

Office  of  the  Comptroller  of  the  Currency 

Washington,  D.  C.  20219 

Dear  Mr.  Bloom: 

As  you  know,  the  Comptroller  of  the  Currency  report  on 
T.  Bertram  Lance  raises  a  number  of  questions  concerning 
bank  supervision  and  regulation.  Since  you  were  either  Acting 
Comptroller  or  First  Deputy  Comptroller  during  the  period 
covered  by  the  report,  your  testimony  would  be  most  valuable 
to  the  Subconmittee  in  its  effort  to  fully  understand  the  prob- 
lems relating  to  the  National  Bank  of  Georgia  and  the  Calhoun 
First  National  Bank. 

Accordingly,  we  would  like  to  have  you  appear  as  a  witness 
before  our  Subcommittee  at  10:00  a.m.,  September  8,  in  Room 
2128,  Raybum  House  Office  Building.  It  is  anticipated  that  the 
testimony  at  this  hearing  will  be  incorporated  in  later  hearings 
on  bank  supervisory  amendmaits. 


Sincerely, 
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U.S.  HOUSE  OF  REPRESENTATIVES 


COMMITTEE  ON  BANKING.  FINANCE  AND  URBAN  AFFAIRS 

NiNETY-FirrH  CONGRESS 

WASHINGTON.  D.C.     20515 

August  25,  1977 


Mr.  Robert  Bloom 

First  Deputy  Comptroller 

Office  of  the  Comptroller  of  the  Currency 

Washington,  D.  C.   20219 

Dear  Mr.  Bloom: 


This  letter  will  confirm  a  telephone  call  to  your 
office  from  my  staff  today  changing  the  date  of  your 
appearance  before  the  Subcommittee  from  September  8  to 
September  6.   As  was  mentioned  in  my  letter  of  August  23, 
this  hearing  will  concern  banking  problems,  regulation  and 
related  questions  suggested  in  the  Comptroller  of  the 
Currency's  report  on  T.  Bert  Lance. 


incerely 


J.  St  Germai 
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U.S.  HOUSE  OF  REPRESENTATIVES 

SUBCOMMITTEE  ON  FINANCIAL  INSTITUTIONS 
SUPERVISION.  REGULATION  AND  INSURANCE 

OF  THE 

COMMITTEE  ON  BANKING.  FINANCE  AND  URBAN  AFFAIRS 
Ninety-Fifth  Congress 

WASHINGTON.  D.C.    20515 

August  25,  1977 


Mr.  King  D.  Cleveland,  Director 
National  Bank  of  Georgia 
34  Peachtree  Street.  N.W. 
P.  0.  Box  1234 
Atlanta.  Georgia   30301 


Dear  Mr.  Cleveland: 

As  you  know,  your  bank  is  mentioned  prominently  in  the 
Comptroller  of  the  Currency's  report  on  T.  Bertram  Lance. 
We  are  interested  in  exploring  questions  arising  from  this 
report  as  they  relate  to  supervisory  and  regulatory 
problems  at  the  Federal  level.   With  this  in  mind,  your 
testimony  would  be  most  valuable  in  helping  the  Subcommittee 
to  understand  the  banking  problems  which  were  evident 
in  your  institution  and  the  manner  in  which  the  Federal 
regulatory  agencies  handled  these  matters. 

Accordingly,  we  would  like  to  have  you  appear  as  a 
witness  before  our  Subcommittee  at  10:00  a.m.,  September  6, 
in  Room  2128,  Rayburn  House  Office  Building.   It  is  anticipated 
that  the  testimony  at  this  hearing  will  be  incorporated  in 
later  hearings  on  bank  supervisory  amendments. 


Sincerely 


'nand  J.  St  Germa 
^C^a  i  rman 
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U.S.  HOUSE  OF  REPRESENTATIVES 

SUBCOMMITTEE  ON  FINANCIAL  INSTITUTIONS 

SUPERVISION.  REGULATION  AND  INSURANCE 

OF  THE 

COMMITTEE  ON  BANKING.  FINANCE  AND  URBAN  AFFAIRS 
Ninety-Fifth  Congress 

WASHINGTON,  D.C.     20515 

August  25,  1977 


Mr.  John  E.  Davis,  Jr.,  President 
Calhoun  First  National  Bank 
P.  0.  Box  12169 
Calhoun,  Georgia  30701 

Dear  Mr.  Davis: 

As  you  know,  your  bank  is  mentioned  prominently  in  the 
Comptroller  of  the  Currency's  report  on  T.  Bertram  Lance.   We 
are  interested  in  exploring  questions  arising  from  this  report 
as  they  relate  to  supervisory  and  regulatory  problems  at  the 
Federal  level.   With  this  in  mind,  your  testimony  would  be 
most  valuable  in  helping  the  Subcommittee  to  understand  the 
banking  problems  which  were  evident  in  your  institution  and 
the  manner  in  which  the  Federal  regulatory  agencies  handled 
these  matters. 


Accordingly,  we  would  like  to  have  you  appear  as  a  witness 
before  our  Subcommittee  at  10:00  a.m.,  September  6,  in  Room 
2128.  Rayburn  House  Office  Building.   It  is  anticipated  that 
the  testimony  at  this  hearing  will  be  incorporated  in  later 
hearings  on  bank  supervisory  amendments. 


Sincerely, 


land  J.  St  Germain 
-man 
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U.S.  HOUSE  OF  REPRESENTATIVES 

SUBCOMMITTEE  ON  FINANCIAL  INSTITUTIONS 
SUPERVISION.  REGULATION  AND  INSURANCE 

OF  THE 

COMMITTEE  ON  BANKING.  FINANCE  AND  URBAN  AFFAIRS 

NlNCTTY-FlFTH  CONGRESS 

WASHINGTON.  D.C.     20315 
August  22,   1977 


Mr.  Robert  Guyton,  President 
National  Bank  of  Georgia 
P.O.   Box  1234 
Atlanta,  Georgia     30301 

Dear  Mr.  Guyton: 

As  you  know,  your  bank  is  mentioned  prominently  in  the 
Comptroller  of  the  Currency  report  on  T.  Bertram  Lance.  We  are 
interested  in  exploring  questions  arising  from  this  report  as  they 
relate  to  supervisory  and  regulatory  problems  at  the  Federal  level. 
With  this  in  mind,  your  testimony  would  be  most  valuable  in  helping 
the  Subcommittee  to  understamd  the  banking  problems  which  were  evi- 
dent in  your  institution  and  the  manner  in  which  the  Federal  regula- 
tory agencies  handled  these  matters. 

We  would  like  to  have  you  appear  as  a  witness  before  our  Sub- 
committee at  10:00  a.m.,  September  8,  in  Room  2128,  Raybum  House 
Office  Building.  It  is  anticipated  that  the  testimony  at  this  hear- 
ing will  be  incorporated  in  later  hearings  on  bank  supervisory 
amendments . 


Sincerely 
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U.S.  HOUSE  OF  REPRESENTATIVES 

SUBCOMMITTEE  ON  FINANCIAL  INSTITUTIONS 

SUPERVISION.  REGULATION  AND  INSURANCE 

OF  THE 

COMMITTEE  ON  BANKING,  FINANCE  AND  URBAN  AFFAIRS 

Ninety-Fifth  Congress 

WASHINGTON,  D.C.     20515 

August  25.  1977 


Mr.  Robert  Guyton,  President 
National  Bank  of  Georgia 
P.  0.  Box  1234 
Atlanta,  Georgia   30301 

Dear  Mr.  Guyton: 

This  letter  will  confirm  a  telephone  call  to  your 
office  from  my  staff  today  changing  the  date  of  your 
appearance  before  the  Subcommittee  from  September  8  to 
September  6.   As  was  mentioned  in  my  letter  of  August  23, 
this  hearing  will  concern  banking  problems,  regulation  and 
related  questions  suggested  in  the  Comptroller  of  the 
Currency's  report  on  T.  Bert  Lance. 
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U.S.  HOUSE  OF  REPRESENTATIVES 

SUBCOMMITTEE  ON  FINANCIAL  INSTITUTIONS 
SUPERVISION,  REGULATION  AND  INSURANCE 

OF  THE 

COMMITTEE  ON  BANKING.  FINANCE  AND  URBAN  AFFAIRS 
Ninety-Fifth  Congress 

WASHINGTON,  D.C.    20515 

August  23,  1977 


Mr.  Y.  Atkins  Henderson,  Jr. 
Chairman  of  the  Board 
Calhoun  First  National  Bank 
P.  0.  Box  12169 
Calhoun,  Georgia   30701 

Dear  Mr.  Henderson: 

As  you  know,  your  bank  is  mentioned  prominently  in  the 
Comptroller  of  the  Currency's  report  on  T.  Bertram  Lance.   We 
are  interested  in  exploring  questions  arising  from  this  report 
as  they  relate  to  supervisory  and  regulatory  problems  at  the 
Federal  level.   With  this  in  mind,  your  testimony  would  be  most 
valuable  in  helping  the  Subocmmittee  to  understand  the  banking 
problems  which  were  evident  in  your  institution  and  the  manner 
in  which  the  Federal  regulatory  agencies  handled  these  matters. 

Accordingly,  we  would  like  to  have  you  appear  as  a  witness 
before  our  Subcommittee  at  10:00  a.m.,  September  8,  in  Room 
2128,  Rayburn  House  Office  Building.   It  is  anticipated  that  the 
testimony  at  this  hearing  will  be  incorporated  in  later  hearings 
on  bank  supervisory  amendments. 


Sincerely 
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U.S.  HOUSE  OF  REPRESENTATIVES 


COMMITTEE  ON  BANKING.  FINANCE  AND  URBAN  AFFAIRS 
Ninety-Fifth  Congress 

WASHINGTON,  D.C.     20515 

August  25.  1977 


Mr.  Y.  Atkins  Henderson,  Jr. 
Chairman  of  the  Board 
Calhoun  First  National  Bank 
P.  0.  Box  12169 
Calhoun,  Georgia  30701 

Dear  Mr.  Henderson: 

This  letter  will  confirm  a  telephone  call  to  your 
office  from  my  staff  today  changing  the  date  of  your 
appearance  before  the  Subcommittee  from  September  8  to 
September  6.   As  was  mentioned  in  my  letter  of  August  23, 
this  hearing  will  concern  banking  problems,  regulation  and 
related  questions  suggested  in  the  Comptroller  of  the 
Currency's  report  on  T.  Bert  Lance. 
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U.S.  HOUSE  OF  REPRESENTATIVES 

SUBCOMMITTEE  ON  FINANCIAL  INSTITUTIONS 
SUPERVISION.  REGULATION  AND  INSURANCE 

OF  THE 

COMMITTEE  ON  BANKING.  FINANCE  AND  URBAN  AFFAIRS 

NiNETY.FtFTH  CONGRESS 

WASHINGTON,  D.C.    20515 

August  22,   1977 


Mr.  Donald  L.  Tarleton,  Regional  Administrator 

Office  of  the  Conptroller  of  the  Currency 

6  National  Bank  Region 

Suite  2700 

Peachtree  Cain  Tower 

229  Peachtree  Street,  N.E. 

Atlanta,  Georgia  30303 

Dear  Mr.  Tarleton: 

As  you  know,  the  Comptroller  of  the  Currency  report  re- 
lating to  T.  Bertram  Lance  raises  a  number  of  questions  about 
bank  supervision  and  regulation.  Since  you  were  the  official 
of  the  Conptroller 's  Office  most  directly  involved  with  the 
supervision  of  the  National  Bank  of  Georgia  and  the  Calhoun 
First  National  Bank,  your  testimony  will  be  most  valuable  to 
the  Subconmittee  in  its  effort  to  understand  the  problems  con- 
cerning these  two  institutions. 

Accordingly,  we  would  like  to  have  you  appear  as  a  witness 
before  our  Subcommittee  at  10:00  a.m.,  September  8,  in  Room 
2128,  Raybum  House  Office  Building.  It  is  anticipated  that  the 
testimony  at  this  hearing  will  be  incorporated  in  later  hearings 
on  bank  supervisory  amendments. 


Sincerely, 
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U.S.  HOUSE  OF  REPRESENTATIVES 

SUBCOMMITTEE  ON  FINANCIAL  INSTITUTIONS 
SUPERVISION,  REGULATION  AND  INSURANCE 

OF  THE 

COMMITTEE  ON  BANKING.  FINANCE  AND  URBAN  AFFAIRS 
Ninety-Fifth  congress 

WASHINGTON.  D.C.     2051S 

August  25.  1977 


Mr.  Donald  Tarleton,  Regional  Administrator 

Office  of  the  Comptroller  of  the  Currency 

6th  National  Bank  Region 

Suite  2700 

Peachtree  Cain  Tower 

229  Peachtree  Street,  N.E. 

Atlanta,  Georgia   30303 

Dear  Mr.  Tarleton: 


This  letter  will  confirm  a  telephone  call  to  your 
office  from  my  staff  today  changing  the  date  of  your 
appearance  before  the  Subcommittee  from  September  8  to 
September  6.   As  was  mentioned  in  my  letter  of  August  23. 
this  hearing  will  concern  banking  problems,  regulation  and 
related  questions  suggested  in  the  Comptroller  of  the 
Currency's  report  on  T.  Bert  Lance. 


Sincerely, 


St  Germain 
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Btjamntnt  cf3iistirE 


Septezbei  6,  1977 


Honorable  Fsniaud  J.  St.  Gsrmain 

Subconucittee  on  Financial  Institutions 

Supervision,  Regulation  &  Insurance  of  the 

Committee  on  Banking,  Finance  acd  Urban  Affairs 
Kouse  of  Represeotatives 
Washington,  D.C.   20S15 

Dear  Mr.  Chairman: 

At  the  request  of  Mr.  Richard  Still  of  your  staff,  this  is  to  advise  you 
that,  pursuant  tc  the  Atcotc.ey   General's  representation  guidelines 
(28  C.F.R.  50.15,  42  Fed.  Reg.  5695-96),  the  Department  of  Justice  has 
agreed  to  the  request  of  Regional  Administrator  Donald  L.  Tarleton,  con- 
curred in  by  the  Comptroller  of  the  Currency,  to  provide  legal  covinsel  to 
Mr.  Tarleton  in  connection  with  Congressional  committee  hearings  concerning 
The  Report  of  the  Comptroller  entitled  "Inquiry  Into  Certain  Matters  Relating 
to  T.  Bertram  Lance  and  Various  Financial  Institutions."  I  have  designated 
Dennis  G.  Linder  of  the  Civil  Division  to  provide  such  legal  representation 
to  Mr.  Tarleton. 

Very  truly  yours. 


'du^  (M^%A^ 


Barbara  Allen  Babcock 
Assistant  Attorney  General 
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Chairman  St  Germain.  I  would  ask  unanimous  consent  also  that 
the  letter  referred  to  by  Mr.  Bloom  in  his  presentation,  to  wit  the 
letter  to  the  Senate  dated  January  18,  1977,  also  be  placed  in  the 
record,  subsequent  to  his  presentation  and  prior  to  Mr.  Tarleton's. 

There  being  no  objection,  so  ordered. 

I  would  also  ask  unanimous  consent  that  the  December  24,  1975, 
referral  by  the  First  Deputy  Comptroller  of  the  Currency,  Washing- 
ton, D.C.,  to  the  Department  of  Justice,  Washington,  D.C.,  in  regard 
to  the  Lance  campaign  account  at  the  Calhoun  First  National  Bank 
be  placed  in  the  record  at  this  point. 

[The  material  referred  to  follows:] 


In  re:  Bert  Lance  for  Governor  Campaign  Committee  and  the 
Calhoun  First  National  Bank;  December  24,  1975,  referral  to  the 
Department  of  Justice,  Washington,  D.C.,  by  the  First  Deputy 
Comptroller  of  the  Currency  in  Washington,  D.C.  This  referral  con- 
tains a  memorandum  prepared  by  John  P.  Sherry,  attorney,  enforce- 
ment and  compliance  section.  Comptroller  of  the  Currency.  This 
memorandum  is  often  referred  to  as  the  "Sherry  Memorandum." 
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DEC  2  4  1975 


Robert  Hlcksy,  Esquire 
Fraud  Section 
Criminal  Division 
Department  of  Justice 
10th  and  Constitution,  N.  W. 
Washington,  D.  C.    20530 

Dear  Mr.  Hickey: 

Enclosed  is  a  meaorandum  relative  to  the  Calbooa 
Plrat  National  Bank,  Calhoun,  Georgia.   Should  you 
need  further  assistance  with  this  ssatter,  pleasa  contact 
Mr.  Robert  Serino,  Director  of  I?nforcamftnt  and 
CoBpllance  Division  (447-1847)  of  this  Office. 

X  Very  truly  yours, 

H.  Joe  Salby 
First  Deputy  Comptroller  of  the  Currency 


/- 


95-478  O  -  77  -  3 
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OiHce  Memorandum  •  united  states  government 

JJ  THE  COMPTROLLER  OF  THE  CURRENCY 


THE  COMPTROLLER  OF  THE  CURRENCY 

September  22,  1975 


John  P.  Sherry,  Attorney 
Enforcement  and  Compliance  Section 

Calhoun  First  National  Bank 
Calhoun,  Georgia 
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Background 

In  1974  T.  Bertram  Lance  ("Lance")  ran  an  unsuccessful 
primary  campaign  for  the  Democratic  nomination  for  Governor 
of  Georgia.   During  the  period  of  the  campaign  (from  at 
least  May  1973  -  December  1974),  Lance  was  President  (1963  - 
May  1974),  and  subsequently  Chairman  (May  1974  to  date),  of 
The  Calhoun  First  National  Bank  ("Bank").  V  Facts  were 
discovered  during  the  April  1975  examination  of  the  bank, 
which  indicate  that  bank  funds  were  used  to  pay  certain 
campaign  expenses  of  Lance,  and  therefore,  as  developed 
below,  raise  questions  of  possible  violations  of  18  U.S.C. 
SS610,  656,  1005,  as  well  as  unsafe  and  unsound  banking 
practices. 


From  at  least  October  1973  and  continuing  through 
August,  1974  (hereafter  sometimes  referred  to  as  ("the  rele- 
vant period"),  the  Bank  advanced  payments  from  its  own  funds 
on  certain  bills  and  expenses  incurred  by  the  Lance  Campaign 
Committee  in  connection  with  Lance's  gubernatorial  primary 
campaign.   The  records  of  the  Bank  reflect  the  payment  of 
campaign  expenses  in  the  following  manner: 

1.   From  October,  1973,  through  August,  1974,  the  Bank 
paid  directly,  by  a  bank  check,  certain  expenses  incurred 
during  each  month  by  the  Campaign  Committee.   At  the  close 


V   Lance  has  been  affiliated  with  the  Bank  in  various 

capacities  for  the  past  24  years.   He  and  his  family 
own  68,621  shares  or  13.5%  of  the  Bank.   In  January, 
1975,  Lance  was  appointed  President  of  The  National 
Bank  of  Georgia,  Atlanta,  Georgia;  and  in  June,  1975, 
he  purchased  148,118  shares  or  21%  of  this  bank. 
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of  the  month  the  Bank  vrauld  present  a  statement  of  expenses 
paid  to  the  Campaign  Committee.   Thereafter,  the  Committee 
would  reimburse  the  Bank  by  a  check  drawn  on  either  of  two 
accounts  it  maintained  at  the  Bank.   The  expenses  paid  by 
the  Bank  in  this  manner  involved: 

(a)  an  airplane  rental  and  pilot's  wages; 

(b)  computer  equipment  (adaptable  to  the 
Bank's  own  computer)  and  computer  sup- 
plies; 

(c)  salaries  and  benefits  of  several  caun- 
paign  workers  who  were  former  bank 
employees . 

In  paying  the  above  expenses  each  month,  the  Bank 
charged  its  expense  accounts  corresponding  to  the  expenses 
paid  e.g..  No.  560650  -  "Computer  Forms  and  Supplies",  No. 
560553  -  "Ecfuipment  Rental",  No.  560510  -  "Building  Repairs, 
Alterations  and  Maintenance:,  and  the  several  salary  and 
benefits  accounts.  When  the  Bank  was  reimbursed  by  the 
Campaign  Committee,  it  made  adjustments  to  the  several 
expense  accounts  previously  charged. 

Dviring  the  relevant  period,  the  Bank  neither  charged 
nor  received  interest  from  the  time  of  its  payment  of  the 
Campaign  Committee  expenses  (during  the  month) ,  and  its 
subsequent  reimbursement  by  the  Committee  (usually  in  the 
first  week  of  the  following  month).   Further,  checks  written 
by  the  Committee  to  reimburse  the  Bank  for  expenses  paid  for 
the  months  December,  1973,  through  May,  1974,  and  for  July, 
1974,  were  drawn  on  Committee  accounts  at  the  Bank  with 
insufficient  balances.   Therefore,  the  Committee  was  reim- 
bursing the  Bank  with  "hot  checks". 

The  evidence  reflects  that  a  total  of  approximately 
$69,000  */  -  i.e.,  the  total  of  monthly  payments  in  Bank 


(a)  Airplane  Lease  $11,783 

(b)  Pilot's  salary  (not 

including  benefit  payments) 16,650 

(c)  Salaries  of  campaign 
employees  (not  including 

benefit  payments)  24,122 

(d)  Computer  rental  and  supplies  7,169 

(e)  Data  processing 1,400 

(f)  Printing  5,176 


32 


funds  -  were  advanced  during  the  relevant  period  to  pay 
campaign  expenses.   But  for  the  August  1974  expenses,  the 
Bank  was  reimbursed  in  the  month  following  the  advance, 
albeit  certain  reimbursements  were  with  "hot  checks". 

In  August,  1974,  the  Bank  paid  campaign  expenses  totaling 
$4,773.93.   When  the  Bank  sent  its  statement  on  these  expenses 
to  the  Campaign  Committee,  the  Committee  had  disbanded  and 
the  statement  was  returned  unpaid.   After  considerable 
delay,  on  February  24,  1975,  at  the  direction  of  Y.  A. 
Henderson,  President,  the  Bank  entered  the  §4,773.93  on  its 
accounts  receivable  ledger.   The  ledger  did  not  reflect  that 
this  was  a  debt  owed  by  the  Campaign  Committee.   This  amount 
remained  on  the  ledger  until  August  18,  1975,  when  Lance 
paid  the  Bank  ?5,160.74  (the  original  amount  plus  interest). 

2.    The  Lance  Campaign  Committee  maintained  two  checking 
accounts  at  the  Bank: 

(a)  the  "TBL  Operating  Account" ,  opened 
April  10,  1973,  and  closed  December  16, 
1974;  and 

(b)  the  "Bert  Lance  Campaign  Committee" 
account,  opened  April  2,  1974,  and 
closed  December  16,  1974. 

Campaign  contributions  were  deposited  to  and  campaign  expenses 
were  paid  from  these  accounts. 

A  review  of  these  accounts  reflects  the  following: 

(a)   TBL  Operating  Account  This  account  was 
overdrawn  for  the  following  periods: 
January  8,  1974  to  March  16,  1974  (over- 
draft balance  ("OD")  when  paid  $76,420; 
March  29,  1974  to  June  25,  1974  (OD  when 
paid  $21,226);  and  July  8,  1974  to 
December  16,  1974  (OD  when  paid  $426). 
Though  the  account  was  overdrawn,  the 
Bank,  nevertheless,  paid  approximately 
225  checks  presented  for  collection. 
Three  (3)  of  the  checks  honored  during 
the  overdraft  periods  were  to  reimburse 
the  Bank  for  payment  of  campaign  expenses 
as  discussed  above  in  paragraph  1.   At 
no  time  during  the  period  of  the  overdraft 
condition  did  the  Bank  assess  the  Campaign 
Committee  a  service  charge. 
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(b)   Bert  Lance  Campaign  Committee  Account 

This  account  was  overdrawn  for  the  follow- 
ing periods:   May  16,  1974  to  July  1,  1974 
(OD  when  paid  $99,529);  July  5,  1974  to 
July  8,  1974  (OD  when  paid  $72,053);  and, 
August  9,  1974  to  December  16,  1974  (OD 
when  paid  $152,161).   While  the  account 
was  overdrawn,  the  Bank  paid  over  400 
checks  presented  for  collection.   Seven  (7) 
of  the  checks  honored  during  the  overdraft 
periods  were  payments  purportedly  reimbursing 
the  Bank  for  payment  of  campaign  expenses  as 
discussed  above  in  paragraph  1.   During  the 
period  of  overdraft,  the  Bank  did  not  assess 
the  Campaign  Committee  a  service  charge. 

3.    On  October  13,  1973,  Lance  presented  the  Bank  with 
a  $5,000  check.   The  purpose  of  the  check,  as  stated  by 
Lance  in  his  letter  of  the  same  date,  was  as  follows: 
"[tjhis  check  is  in  payment,  either  over-payment  or  under- 
payment, of  any  expenses  incurred  by  the  .  .  .  Bank  on  my 
behalf  as  relates  to  any  campaign  activities  in  which  I 
might  have  been  engaged  in  the  last  several  weeks.   .  .  . 
please  calculate  any  amount  due  me  or  any  amount  I  might  be 
due  the  Bank  as  a  result  of  this  being  sufficient  or  insuf- 
ficient to  cover  any  expenses." 

The  Bank  noted  the  receipt  of  the  $5,000  in  a  spiral 
notebook.   Thereafter,  the  notebook  was  maintained  as  the 
ledger  record  for  accounting  for  disbursement  of  this  money. 
From  October  25,  1973  to  February  4,  1974,  the  Bank  paid 
various  campaign  bills  (primarily  travel  and  other  miscel- 
laneous expenses  of  campaign  workers) .   These  payments  were 
charged  against  the  $5,000,  and  eventually  exhausted  this 
balance.  However,  rather  than  requesting  a  further  advcince 
from  Lance,  the  Bank  continued  to  pay  campaign  expenses  with 
its  funds  and  noting  the  advances  in  the  notebook.   From 
February  7,  1974,  to  September  6,  1974,  the  Bank  used  its 
own  funds  to  pay  campaign  bills  totaling  $9,259.07.   On 
January  31,  1975,  Lance  reimbursed  the  Bank  this  amount. 
The  Bank  was  paid  no  interest  for  the  use  of  its  money 
during  this  period. 


Violations  of  18  U.S.C.  §§610,  656  and  1005 

The  facts  described  above  indicate  possible  violations 
of  18  U.S.C.  §§610,  656  and  1005  as  follows: 
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(a)  18  U.S.C.  §610  (illegal  political 
contributions)    The  statute  makes  it 
unlawful  for  any  national  bank  to  make 
an  expenditure  -  loan  V  or  advance  - 
in  connection  with  any  election.   The 
Bank's  activities  in  advancing  payments 
on  Lance  campaign  expenses  and  honoring 
the  "hot  checks"  of  the  Campaign  Committee 
would  appear  to  violate  this  statute.   Pos- 
sible defendants  include,  the  Bank,  Lance 
and  Y.  A.  Henderson,  President  and  the 
individual  that  saw  to  the  Bank's  daily 
operations  in  the  campaign  expense 
matters. 

(b)  18  U.S.C.  §656  (misapplication)   The 
advancing  of  payments  on  campaign  expenses 
and  the  honoring  of  "hot  checks"  of  the 
Campaign  Committee  clearly  caused  the 
Bank  to  lose  the  use,  control  and  interest 
from  said  funds  to  the  Bank's  detriment, 
and  further,  converted  the  use  of  said 
monies  to  Lance's  benefit.   Possible  de- 
fendants include  Lance  and  any  officers 
and  directors  who  may  have  aided  the  mis- 
applications.  However,  problems  with 
respect  to  establishing  criminal  intent 
exist  -  see  discussion  on  mitigating 
factors  below. 

(c)  18  U.S.C.  §1005  (false  entries)    Techni- 
cally,  the  charging  of  the  several  expense 
accounts  of  the  Bank  for  what  in  fact  were 
the  Bank's  payment  of  the  expenses  of  the 
Campaign  Committee,  and  not  the  Bank,  creat- 
ed false  books  of  account.   However,  since 
an  "intent  to  injure  or  defraud"  is  an  es- 
sential element  of  §1005,  it  is  doubtful 
that  a  conviction  could  be  sustained  under 
the  facts  of  this  case  -  see  discussion  on 
mitigating  factors  below. 


V   The  statute  specifically  excepts  a  loan  by  a  bank  made 
in  accordance  with  the  applicable  banking  laws  and 
regulations  and  in  the  ordinary  course  of  business. 
However,  this  exception  would  not  apply  to  the  case  at 
hand. 
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Mitigating  Factors 

Factors  which  mitigate  the  actions  of  the  Bank  and 
Lance  are  as  follows: 

(a)  Separate,  Accurate  Records  on  Campaign 
Expenses   Though  the  Bank  advanced 
payments  for  campaign  expenses  from 
its  own  assets,  separate  and  detailed 
records  of  these  expenses  were  main 
tained  at  all  times.   Thus,  at  any 
moment,  the  Bank  knew  and  could  document 
the  monies  due  from  the  Campaign  Committee. 
Monthly  statements  were  prepared  and  ser- 
ved on  the  Committee;  a  separate  notebook 
was  maintained;  and  all  bills  received 
from  suppliers  were  retained.   There  was 
no  attempt  to  disguise,  hide  or  destroy 
the  relevant  records. 

Further,  during  the  relevant  period,  on 
dates  when  the  Bank  was  required  to  submit 
financial  statements  to  shareholders  or 
this  Office,  the  Bank  made  adjusting 
entries  to  the  several  expense  accounts. 
These  adjustments  served  to  "wash  out"  the 
unreimbursed  charges  for  campaign  expenses, 
and  therefore,  reflected  an  accurate  account 
of  only  the  Bank's  business. 

(b)  Disclosure   The  extent  that  the  Bank  em- 
ployees would  or  could  participate  in  the 
political  campaign  was  discussed  at  and 
noted  in  the  minutes  of  an  October  22,  1973, 
Board  of  Directors  meeting.   Further,  this 
position  was  conveyed  to  all  officers  and 
employees  by  a  memorandum  dated  October  15, 
1973.   Thus,  there  was  no  intent,  and  as  the 
facts  demonstrate,  no  effort  to  "cover-up" 
the  Bank's  involvement  in  this  matter. 

(c)  No  Loss  to  the  Bank   The  Bank  has  suffered 
no  loss  in  connection  with  advance  payments 
for  campaign  expenses  and  the  honoring  of 
"hot  checks". 

(1)   On  December  16,  1974,  the  over- 
drafts in  the  two  checking  accounts 
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were  paid  in  full.   This  action 
reimbursed  the  Bank  for  all  expenses 
paid  as  reported  on  the  monthly  state- 
ments. 

(2)  By  check  dated  January  31,  1975 
($9,259.07),  Lance  reimbursed  the  Bank 
for  advances  made  as  recorded  in  the 
spiral  notebook. 

(3)  By  check  dated  August  18,  1975  ($5,160.74), 
Lance  reimbursed  the  Bank  for  the  August, 
1974,  expenses  incurred  by  the  Bank  and 
unpaid  by  the  Campaign  Committee. 

(4)  By  checks  dated  August  18,  1975  ($1,200), 
and  September  2,  1975  ($5,681.30),  Lance 
paid  the  Bank  for  overdraft  charges  as- 
sessed for  the  periods  the  two  Campaign 
Fund  accounts  were  overdrawn. 

Further,  during  the  relevant  period. 
Lance  had  on  file  at  the  Bank  an  unlim- 
ited guarantee.   According  to  Lance  the 
guarantee  obligated  him  to  cover  any  loss 
(unreimbursed  advances)  sustained  by  the 
Bank  in  connection  with  the  Lance  campaign. 
Finally,  during  the  relevant  period.  Lance 
had  on  deposit  at  the  Bank  $110,000,  as 
evidenced  by  a  Savings  Certificate. 

Recommendation 

Reflection  upon  the  information  gathered  pursuant  to  this 
investigation,  as  described  above,  leads  this  writer  to  recom- 
mend as  follows: 

1.    This  Office  should  either  transact  or  extract  from  the 
Bank  a  Board  resolution.  Agreement  or  Order  to  Cease  and  Desist 
prohibiting  the  Bank's  future  participation  in  any  form  in  any 
campaign  for  political  office  of  T.  Bertram  Lance  or  any  officer 
or  director  of  the  Bank,  while  so  employed,  except  as  permitted 
by  statute  or  ruling  (of  the  Federal  Election  Commission) ,  and 
then  only  with  the  prior  written  approval  of  this  Office.   It 
is  recommended  that  we  take  this  administrative  action  for  the 
following  reasons: 
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Ca)   The  interest  payments  to  the  Bank  for  the 
period  that  the  two  campaign  fund  accounts 
were  overdrawn  were  made  only  after  this 
Office  raised  questions  in  this  area. 
Further,  the  Bank  was  reimbursed  for  the 
unpaid  campaign  expenses  of  August,  1974, 
only  after  this  item  was  noted  by  this 
Office. 

(b)  It  is  necessary  to  impress  the  Board  of 
the  seriousness  with  which  this  Office 
view  the  unsafe  and  unsound  conduct  demon- 
strated by  the  handling  of  the  campaign 
expenses. 

(c)  It  is  this  writer's  opinion  that  the 
Department  of  Justice  will  not  prosecute 
this  case;  and  therefore,  unless  we  take 
some  independent  action  our  concerns  will 
not  be  expressed  to  the  Board. 

(d)  It  appears  certain  that  Lance  will  run 
again  for  public  office. 

2.    This  writer  be  authorized  to  discuss  the  facts  of 
this  case,  without  disclosing  names,  with  representatives  of 
the  Justice  Department  to  ascertain. whether,  in  their  view, 
this  case  is  worthy  of  referral.   It  is  this  writer's  opinion 
that  a  United  States  Attorney  would  not  prosecute  this 
matter.  Should  the  Justice  Department  request  a  written 
referral  on  this  matter,  it  is  recommended  that  we  submit 
the  information. 


R^v^o^w^:  v>:oL  **^«-'     l4^\W-^ 
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Chairman  St  Germain.  Mr.  Bloom,  you  are  not  unfamiliar  to 
this  subcommittee.  You  have  testified  before  us  on  many  occasions, 
and  also  this  member  has  had  you  testifying  before  another  sub- 
committee that  I  am  on,  Government  Operations,  over  the  years,  so 
that  I  am  well  aware  of  your  competence  and  your  ability  over  the 
years. 

One  of  the  reasons  for  Calhoun  bank  being  asked  to  enter  into 
the  agreement  under  the  Supervisory  Act  Amendments  of  1966  I 
would  venture  to  say — at  least  it  is  this  member's  observation — was 
the  fact  that  the  Calhoun  National  Bank  would  appear,  beginning 
in  mid-1973,  and  through  and  a  little  beyond  the  primary  of  1974 
for  the  Governorship  of  Georgia,  to  have  been  converted  from  a 
bank  to  a  political  machine. 

It  is  our  information  that  there  were  purchased  scribe  machines 
to  work  on  the  campaign,  computerized  letters  came  out  of  the 
bank,  paper  supplies,  printing,  employees  were  taken  off  the  bank's 
staff  and  put  on  the  campaign  committee  to  work  in  the  campaign. 

Then,  of  course,  there  is  a  question  that  is  still  in  the  air  about 
the  use  of  aircraft  for  the  campaign. 

It  is  also  obvious  from  looking  at  the  overdrafts,  the  beginning  of 
mid-August  and  a  little  beyond  the  campaign,  that  the  amount  of 
overdrafts  to  the  Lance  family,  as  well  as  to  Mr.  and  Mrs.  Lance, 
escalated  dramatically. 

If  we  look  at  the  chart,  they  ran  from  an  average  of,  say,  be- 
tween $40,000  and  $60,000,  they  zoomed  up  beginning  in  June  1973, 
they  go  up  to  $107,000,  and  then  to  $139,000,  $140,000,  up  to 
$200,000,  up  to  $400,000,  $500,000,  and  this  during  the  campaign 
period. 

[The  charts  referred  to  follow:] 
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Chairman  St  Germain.  Certainly  this  is  one  of  the  big  reasons 
for  Calhoun  bank  having  to  enter  into  this  agreement. 

Since  I  have  such  a  high  regard  for  you — you  were  Acting  Comp- 
troller when  asked  about  this  letter — you  must  have  been  informed 
at  the  time  that  the  Calhoun  bank  had  entered  into  this  20-point 
agreement  between  the  Calhoun  bank  and  the  Comptroller  of  the 
Currency,  is  that  not  correct? 

Mr.  Bloom.  Mr.  Chairman,  before  I  answer  your  question — I  am 
ready  w  answer  all  your  questions  to  the  best  of  my  ability — you 
mentioned  in  your  opening  statement  that  I  have  already  given 
sworn  testimony  in  this  matter  to  the  IRS,  which  I  have.  It  is  in 
the  form  of  affidavits.  I  have  them  here. 

Since  we  are  going  to  be  going  over  some  of  the  same  ground,  in 
the  interest  of  caution,  so  that  I  don't  have  any  accidental  or 
inadvertent  inconsistencies,  I  would  ask  that  these  affidavits  be 
placed  in  this  record,  and  made  part  of  my  testimony. 

There  is  one  problem,  I  think  a  minor  one,  in  connection  with 
the  affidavits.  I  was  asked  to  ask  you  in  effect  for  permission  not  to 
testify  on  one  subject  matter.  It  has  to  do  with  the  use  of  the  NBG 
company  airplane. 

Chairman  St  Germain.  Correct. 

Mr.  Bloom.  Because  I  believe  the  facts  concerning  that  use  may 
be  or  already  have  been  referred  to 

Chairman  St  Germain.  Since  you  bring  the  matter  up,  I  have 
been  informed  they  have  been  referred  to  IRS  and  to  Justice,  as 
well  as  the  Federal  Election  Commission  and  the  Securities  and 
Exchange  Commission. 

Mr.  Bloom.  I  have  prepared  a  copy  of  my  affidavits  with  the  few 
references  to  the  airplane  blocked  out. 

Chairman  St  Germain.  Deleted. 

Mr.  Bloom.  So  if  it  is  all  right  with  you  I  would  like  to  submit 
for  the  record  at  this  time  the  affidavits  I  gave  to  the  IRS  concern- 
ing my  connections  with  Mr.  Lance. 

Chairman  St  Germain.  There  being  no  objection,  so  ordered. 

[The  affidavits  referred  to  by  Mr.  Bloom  follow:] 

[Testimony  resumes  on  p.  83.] 
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i381   Lalieview  Drive,    Falls   C\v 


(X  I  r  plane.     J)ejefe  c^ 

mi 


I  am  cur rently  er?.ployed  as.  Deputy  Comptroll er_ _ol_  th_^CuTi[ency_. 

I_b o.-niT-.e  dwnrp   soRatirie  in  1976,  prior  to  Wovenbcrj  that  an  enforcament 

agrL-c:nenL  pursuant  to  the  Financial  Institutions  Supervisory  Act  of 

1 9 66.  had  been  entered  into  with  Calhoun.   I  cannot  pi n p o int  the  exact 


\.ho  told  ne.   I  did  not  participate  in  the  negotiations  leading 


jp  to  tb.o  cnforcon-.ent  agreement.   I  would  assume  that  Mr.  SERINO  or 


scraeone  else  from  the  Enforcement  Division  made  me  aware  of  the  Agreement. 
I  had  v.ci   prior  knoulodge,  or  prior  discussions  with  anyone  concerning 
the  lifting  of  this  Agreement. 

I  first  learned  that  the  Agreement  had  been  lifted  vihen  I  saw  a 
copy  of  the  letter  from  Mr.  TARLETON  to  the  Board  of  Directors  of  Calhoun, 


d&Led  liovinbev  22,  i976.   Mr.  lAKLETON  did  not  send  me  a  copy  of  the 


letter  directly.   However,  a  copy  was  furnished  to  me  by  someone  in  the 


iff ice  on  November  26,  1976.   I  don  t  recall  who  in  the 


Washington  office  furnished  me  the  copy  other  than  my  secretary. 


I  vas  quite  annoyed  that  Regional  Administrator  TARLETON  and 


Deputy  Cor-ptroller  SELBY  had  lifted  an  enforcement  agreement  without  my 
consent,  as  Acting  Comptroller.   I  had  never  heard  of  au  enforcement 


agreement  being  lifted  before  without  the  Comptroller's 


since  learned  that  there  was  a  prior  instance  in  Mr,  TARLETON' s  Region 


In  WVPM^  Florida.   I  was  not  consulted  on  the  ^flBMH  action'  either.- 


It  has  always  been  '-.y  position  that  only  the  Comptroller  has  authority 


Ai»roeRicnt  entered  into  under  tho  Supervisory  Act. 


lt_^ s  .r_<"'.'"_l^il'.''  9_ I h/i LJhSl?  _''"y  ^-IIS  J':r_':'i:._sgme.  cpnfi;'-,ion  ainon^'  R--t;jonal 

Afj.i-ini  ^t  1  It  .■   r.nt'.    oth'-rs  in  ti'o  office  on  the  ques^titM-,  ..-^f  autbo 


^t.on^^   autbor:;ly_,-.o 
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lift  Agreements.   Mr.  SERINO,  the  head  of  the  Enforcenent  Division,  in 
early  November  1976  worked  up  a  draft  set  of  procedures  to  be  followed, 

before  agreements  were  lifted,  and  this  draft  may  have  been  on  the 

agenda  of  a  Regional  Administrators  meeting  which  was  held  in  Dallas, 
Texas,  on  November  8  and  9. 

Anyway,  I  was  quite  annoyed  with  Mr.  TARLETON  and  Mr.  SELBY  when  I 

saw  the  November  22  letter  to  Calhoun.   I  informed  Mr.  SELBY  both 

orally  and  in  writing  that  this  was  never  to  be  done  again.   I  did  this 
either  on  November  26,  which  was  a  Friday,  or  the  following  Monday.   I 

also  believe  I  spoke  to  Mr.  TARLETON  and  informed  him  of  my  feelings 

about  the  matter  and  to  advise  him  not  to  repeat  such  action. 

My  reasons  for  being  upset  were  first,  that  It  appeared  to  me  as  a 

challenge  to  my  authority  as  Acting  Comptroller  and  in  this  connection  I 

was  probably  more  upset  with  Mr.  SELBY  then  Mr.  TARLETON  since  I  felt 

that  no  Regional  Administrator  would  have  taken  such  an  action  without 
the  approval  of  someone  In  Washington.   Second,  I  also  was  concerned 

about  the  timing  of  the  lifting  of  the  agreement  in  relation  to  Mr. 

lance's  probable  appointment  as  a  high  official  in  the  new  administration. 
I  knew  that  this  could  be  the  subject  of  possible  misinterpretation  by 


I  considered  sending  a  letter  to  the  Calhoun  Bank  rescinding  Mr. 

TARLETON' s  letter.   I  first  had  to  determine  whether  or  not  the  lifting 
of  the  agreement  was  justified  on  the  merits.   I  remember  discussing  the 
matter  with  VVS   TORPHY  the  Deputy  Comptroller  for  Administration.  I 
also  dlscu<;3ed  it  with  DAVID  SCHj\UB  of  the  Enforcement  Divisic 


obtained  the  most  recent  file-^  on  the  bank  from  ROY  DUNHiVI  of  t\e   ^Y^''^i^\^  I,'    ''' 


95-478  O  -  n  -  4 
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Frojocts  Division.   After  reviewing  the  progress  made  by  Calhoun  since 

the  Aureement  was  entered  Into,  it  was  my  conclusion  that  the  bank  was 

in  substantial  compliance  with  the  Agreement  and  had  Improved  its  condition 

significantly.   I  can't  recall  whether  my  review  of  the  files  took  place 
on  November  26  or  the  following  week.   I  recall  that  Mr.  SCHAUB  advocated 
(I  don't  know  how  seriously)  my  taking  rather  drastic  action  such  as 
firing  Messrs.  SELBY  and  TARLETON  as  well  as  advising  Calhoun  that  the 

Agreement  was  lifted  without  authority.   With  respect  to  the  action  of 

restoring  the  Agreement,  I  actually  gave  that  possibility  serious  consideration, 

but  after  reviewing  the  files  of  the  bank  and  the  progress  made,  I 

I 
conclude  that  the  lifting  of  the  Agreement  was  defensible  on  the  merits 


w 


and  that  to  restore  it  would  be,  in  effect,  to  penalize  the  bank  for 


what  was  essentially  a  matter  that  had  to  be  resolved 


the  Comptroller's  office.   I  think,  and  my  memory  on  this  is  not  too 
good,  1  reviewed  Mr.  DUNHAM's  file;  which  should  have  contained  all 
correspondence  to  the  bank.   I  also  believe  I  asked  the  Enforcement 
Division  to  inform  me  as  to  the  latest  situation  as  far  as  compliance 
with  the  Agreement.   I  believe  1  discussed  the  matter  with  Mr.  SCHAUB, 
and  I  think  I  also  discussed  it  with  Mr.  TARLETON. 


The  question  as  to  whether  the  Agre 


^ 


after  November  26,  1976  must  be  distinguished  from  the  question  whether  . 

the  record  of  the  bank's  performance  supported  the  lifting  of  the 

Agreement  on  November  22,  1976.   I  based  my  decision  not  to  reimpose  the 

Agreement  basically  on  the  information  concerning  Calhoun's  progress       

supplied  to  iT-c  by  Mr.  TAULETON'.  Mr.  DUN'HAM  and  Mr.  SCHAUB.   I  di^npt   .   _  • 

— — ; r/\  vox 

h.ivf   .iv.iil.'.blc    to   me   at    that    time   all   of    the   Examiner's   memorn,/.la  ,^°rj^"3^''^'y>  ^< 
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in  the  Atlanta  Office.   I  have  been  shown  copies  of  these  memoranda 

contained  in  the  files  by  the  IRS  Inspectors.   These  memoranda  show  that 

the  bank  had  made  substantial  progress  in  response  to  the  major  articles 

of  the  Agreement,  however  they  also  mentioned  a  number  of  other  areas 

that  still  were  in  need  of  correction  and  improvement.   I  cannot  say 


that  these  memoranda  would  have  changed  my  decision  not  to  reimpose  the 


agreement.   I  can  say  with  certainty,  however,  that  with  the  details  of 
the  progress  of  the  Calhoun  Bank  as  reflected  in  the  June  18,  1976 
memorandum  by  Assistant  National  Bank  Examiner  JOYCE  SAXON  and  also 
considering  the  sensitivity  of  the  timing  problem,  I  would  never  have 
consented  to  the  lifting  of  the  Agreement  at  that  time.   My  decision  not 
to  reirapose  the  Agreement  was  based  strictly  on  the  information  available 
to  me  in  Washington  as  well  as  verbal  assurances  from  Mr.  TARLETON  and 


others  that  the  bank's  condition  had  improved  significantly  since  the 


signing  of  the  Agreement.  /^ 


_  I_  also  had  some  doubts  as  to  our  legal  position  on  reimposing  an 

_agreement  which  had  been  "terminated"  by  a  Regional  Administrator/' I  

also  considered  whether  any  disciplinary  action  was  possible  or  appropriate 

In  connection  with  Messrs.  TARLETON  and  SELBY.  Mr.  SCHAUB  was  of  the 

opinion  that  they  both  should  be  fired.   I  discussed  the  legal  possibilities 
with  Mr.  MURPHY.  I  did  not  think  Mr.  SCHAUB's  suggestion  could  practically 
be  followed  considering  the  nature  of  the  problem.  The  other  possibility 
of  some  sort  of  official  reprimand  also  did  not  appear  in  order  because 

of  the  doubt  whether  the  standing  instructions  on  lifting  enforcement 

agreements  were  clear. 


^ 


The  quch^tion  has  been  raised  whether  my  decision  not 


;£^sSsi 
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the  enforcement  agreemenc  was  colored  by  any  hope  I  might  have  had  of 

being  named  permanent  Comptroller  by  the  incoming  Administration.  The 

answer  is  negative,  and  this  applies  to  any  of  my  other  actions  in 

connection  viith  Mr.  LANCE  as  well.   I  regarded  the  LANCE  problems  as 
essentially  a  "no  win"  proposition  as  far  as  my  chances  for  being 
appointed  Comptroller.   Any  actions  beneficial  to  Mr.  LANCE  would  do 
damage  to  my  chances  because  of  the  connections  inevitably  to  be  made  by 
a  suspicious  press.   Mr.  LANCE  as  an  ex-banker  had  also  publicly  announced 

on  a  number  of  occasions  that  he  would  not  participate  in  any  matters 

affecting  bank  regulation.   I  understand  that  he  entered  into  an  express 
agreement  to  that  effect  with  the  Senate  Committee  which  confirmed  him. 
On  the  other  hand,  any  actions  detrimental  to  Mr.  LANCE  could  hardly  be 
expected  to  help  my  chances.   I  think  that  my  attitude  towards  the 
appointment  was  that  I  never  really  entertained  much  serious  hope  of 
getting  it.   I  felt  as  a  top  staff  aid  to  four  previous  Comptrollers 
that  I  was  eminently  qualified  for  the  job  and  I  so  advised  the  incoming 

Secretary  of  the  Treasury  as  well  as  a  few  others  In  the  transition 

group.   I  never  "Campaigned"  in  the  usual  sense  for  the  job  —  visited 

or  called  any  Congressmen  or  political  types.   Financially  I  had  very 

mixed  feelings  about  signing  on  for  a  five  year  term  as  Comptroller 

since  my  future  plans  should  Include  saving  some  money  for  the  education 
of  two  young  children,  something  I  have  been  unable  to  do  while  working 
for  the  government.   I  had  no  official  or  actual  knowledge  6f  my  name 
being  on  any  list  of  possible  candidates  for  the  Comptroller's  position. 


but  as  the  Acting  Comptroller  It  would  not  have  been  surprlsi>»g->if  such  f\    . 

wore  the  case.  1  was  not  aware  and  never  have  been  that  Mr.  Vv rfcE  ,V';  '^X  ,-^  ^  '-^^~^ 
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for  submission  of  nanes  in  that  regard. 

Sometime  either  Friday,  November  26,  1976,  or  the  following  Monday 

or  Tuesday,  I  confronted  Mr.  SELBY  with  TARLETON's  November  22,  1976 
letter  lifting  the  Agreement  and  made  known  to  him  in  no  uncertain  terms 
ny  displeasure.   My  conversation  with  Mr.  SELBY  was  pointed,  but  brief. 
I  made  it  clear  that  I  could  not  understand  his  action  and  that  it  was 
not  to  be  repeated  in  any  future  cases.   Mr.  SELBY  made  some  attempt  to 
justify  his  actions  by  referring  to  a  previous  case  in  which  an  order 
had  been  lifted  by  a  Regional  Administrator  without  control  or  approval. 
He  also  stated,  I  think,  that  he  had  been  in  discussion  with  Mr.  TARLETON 
earlier  in  the  year  about  lifting  the  agreement  at  Calhoun.   The  IRS 
Inspector  has  shoi.-n  me  a  file  memorandum  from  Mr.  SELBY  dated  September 
20,  1976,  which  relates  a  telephone  conversation  between  Mr.  TARLETON 
and  Mr.  SELBY  on  that  date  concerning  the  possibility  of  removing  the 
Agreement.  I  have  no  recollection  of  having  seen  this  memorandum  before, 
although  it  is  possible  that  I  may  have.  If  I  had  read  the  September  20, 

1976  SELBY  file  memorandum  at  the  time  I  don't  think  I  would  have  taken 

any  particular  action.   There  was  nothing  unusual  about  a  Regional 
Adniinistrator  and  Mr.  SELBY'  discussing  the  progress  of  a  bank  under 
agreement  and  I  would  have  assumed  that  no  final  action  would  be  taken 
with  respect  to  the  agreement  without  my  approval. 

'_ My  secretary's  calendar  indicates  a  call  from  me  to  Mr.  TARLETON  on 

November  16,  1976.   I  cannot  recall  the  subject  of  this  telephone  conversation 
but  I  do  kno'.-  definitely  that  it  did  not  relate  to  the  lifting  of  the 

_nj, re cmcnt  at  Cnlhoun.   I  telephoned  Hr.  TARLETON 
Ai';;ust  21,  1977)  to  see  if:  he  remembered  the  subjc 


last  week  (ycek/of     f^-.V 

icctV;;;^^^;^:^^^; 
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conversation.   He  did  not,  but  he  agreed  that  definitely  it  did  noc ^ 

touch  on  the  Calhoun  Agreement.   In  the  course  of  discussing  the  matter, 
Mr.  TARLETON  mentioned  that  I  had  spoken  to  him  after  the  agreement  was 
lifted,  expressing  my  displeasure.   I  had  not  previously  recalled  calling 
Mr.  TARLETON  for  this  purpose  and  I  assume  that  ray  remarks  may  have  been 


made  in  a  call  from  Mr.  TARLETON  to  me  on  December  1,  1976.   I  have  been 
asked  whether  Mr.  TARLETON  in  his  conversation  with  me  on  December  1, 
1976  referred  to  conversations  between  Mr.  TARLETON  and  Mr.  SELBY  in 
September  of  1976  on  the  possibility  of  lifting  the  Agreement.   I  do  not 
recall  Mr.  TARLETON  referring  to  such  conversations,  but  it  is  possible 

that  he  did  so. 

Sometime  in  December  1976  I  asked  that  all  files  pertaining  to 

Calhoun  and  NEC  in  the  Washington  Office  be  placed  in  a  combination  lock 

safe  located  in  a  closet  adjoining  the  Comptroller's  Office.   I  did  this 

solely  for  security  reasons.   There  was  considerable  press  interest 
occassioned  by  Mr.  LANCE's  nomination  to  be  0MB  Director  and  1  did  not 
want  any  information  concerning  the  banks  with  which  he  was  associated 
the  subject  of  unauthorized  leaks.   Our  experience  with  leaks  of  information 

fros  our  records  had  not  been  particularly  good  during  the  past  two 

years  as  is  well  known.   Employees  in  the  Enforcement  Division  or  the 

Bank  Review  Division  knew  at  all  times  where  the  files  were  and  could  ' 

have  access  to  them  by  asking  my  secretary  or  myself.   I  had  no  special 

interest  in  protecting  Mr.  LANCE  in  this  regard,  but  recognized  the 

probability  o f  high  press  interest  and  I  felt  that  the  files  of  banks  with  

which  he  was  associ 
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my  office  safe  I  did  not  tamper  with  them  or  remove  any  documents  without 
returning  then.   Nor  did  I  instruct  any  employee  to  remove  any  document 
from  these  files  or  to  tamper  with  them  or  purge  them  in  any  way.  Sometime 
In  April  or  Hay  1977  it  occurred  to  rae  that  I  still  had  these  files  In 
my  office  safe  and  since  I  thought  that  the  problem  of  unauthorized 
leaks  to  the  press  in  connection  with  Mr.  LAKCE  was  no  longer  an  issue, 
I  had  the  files  returned  to  the  Enforcement  Division  and  the  Bank  Review 
Division. 

On  either  Kovember  30  Or  December  1,  1976  I  was  advised  that  there 

had  been  some  press  inquiries  to  staff  members  asking  about  the  possible 
exiscancc  of  an  enforcement  agreement  in  the  banks  with  which  Mr.  LANCE 
had  been  an  officer.   Anticipating  that  these  press  Inquries  would 
continue,  1  called  both  Y.  A.  HENDERSON,  the  president  of  the  Calhoun 
bank,  and  Mr.  LANCE,  the  Chairman  of  the  Board  of  Directors  of  the 
Calhoun  bank  to  ask  If  they  wished  the  Office  to  depart  from  its  usual 


^ 


no  comment  position  with  respect  to  press  Inqutles  concerning  bank       ^S.     /^ — 

examination  matters.  In  view  of  Mr.  LAWCE's  pending  appointment  as  a 

high  official  in  the  CARTER  administration,  I  thought  it  possible  that 
they  might  wish  me  to  make'  some  public  comment  or  response  on  the  matter 
of  the  existence  of  the  Agreement  at  Calhoun. 

Mr.  Henderson's  reply  was  to  essentially  refer  me  to  Mr.  LANCE  on 

the  question.   Mr.  LANCE's  reply  was  that  he  was  willing  to  disclose 

anything  about  himself,  but  did  not  wish  me  to  say  anything  that  might 
have  the  effect  of  hurting  the  banks  or  third  parties.   Mr.  LANCE  said 

that  he  wished  me  to  discuss  the  matter  with  JudpjgSU'^IEY  SMpJfiTViV 

attorney  in  Atlanta.  ^  V,  ^^"V^'-^^'  O—l 
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At  12:30  p.m.  my  secretary's  loe  shows  a  call  From  Mr.  TARLETON  to 

me.   I  ('o  not  have  a  clear  recollection  of  what  was  discussed.   I  think 
it  may  have  referred  to  press  inquiries  concerning  Calhoun  and  NBC  being 
received  at  the  Atlanta  Office  similar  to  those  we  had  been  getting  in 
Washington.   Later  in  August  1977  Mr.  TARLETON  told  me  that  I  may  have 

expressed  ray  displeasure  with  hin  for  lifting  the  Calhoun  Agreement 

during  that  conversation. 

Later  in  the  afternoon,  about  3:30  p.m..  I  attempted  to  reach  Judge 

SMITH  in  Atlanta  and  did  reach  him  at  4:45  p.m.   We  discussed  at  some 

length  a  statement  which  could  be  made  in  answer  to  the  press  inquTles 
concerning  the  campaign  overdrafts  referral  to  the  Department  of  Justice 
the  existence  of  the  enforcement  Agreement  as  well  as  the  family  over- 
drafts.   It  was  agreed  that  if  the  press  inquiries  persisted,  the  Office 
could  release  information  to  the  effect  that  (1)  during  an  examination 
in  1975  the  examiners  had  found  overdrafts  in  the  LANCE  for  Governor 

Campaign  Accounts  which  might  have  constituted  a  violation  of  12  CSC 

610;  that  the  facts  had  been  referred  by  the  Comptroller's  Office  to  the 
Department  of  Justice  and  that  prosecution  had  been  declined.   (2)  that 
the  examiners  had  discovered  overdrafts  in  personal  accounts  of  family 
members  of  the  LANCE  and  DAVID  families  and  that  at  the  end  of  1975 
the  Directors  of  the  bank  had  entered  into  a  voluntary  agreement'  with  the 
OCC  to  cease  permitting  overdrafts  as  well  as  correcting  a  capital  de- 
ficiency, hire  a  new  loan  officer  and  certain  other  corrective  actions 
needed  in  the  Calhoun  bank.   The  statement  would  also  say  that  during 
1976  the  bank  had  token  effective  action  to  comply  with  the  Agreement 


Ml 


and   that    the   Agreement  was    terminated   by    the   Reglo;i5lVdmi\i.C^ra\)r   on 


C-*   ^ 


'O-^,^ 
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November  22,  1976.   During  the  telephone  coyersation.  I  called  in  my 

secretary  and  dictated  a  rough  draft  of  a  statement  to  the  above  effect 

which  would  be  used  to  answer  press  inquiries.   I  also  telexed  a  copy 

of  this  statement  to  Judge  SMITH's  office. 

1  read  in  the  Washington  Post  recently  an  account  of  a  nress  rnnfpr- 
ence  by  Presidential  Press  Secretary  JODY  POl'fELL.  who  stated  that  Mr. 
JOHN  MOORE  of  the  t^ite  House  staff  was  on  an  extension  line  dnrinp  tht> 

conversation  xJith  Judge  SMITH  at  which  we  had  discussed  possible 

press  statements.   I  do  not  recall  whether  I'was  advised  at  the  start 

of  the  conversation  that  Mr.  MOORE  was  on  the  line  or  not.   I  know  I  would 
not  have  had  any  objections  to  his  being  In  on  the  conversation.   I  can 
recall  that  Mr.  MOORE  did  not  say  anything. 

I  thought  it  appropriate  to  contact  officials  of  the  Calhoun  hanV 

In  connection  with  these  press  inquiries  because  of  the  unusual  situation 
occasioned  by  Mr.  LAKCE's  Imminent  appointment  to  high  office.   Although 

Mr.  LANCE  was  obviously  not  entitled  to  any  different  treatment  then 

any  bank  officer  In  connection  with  banking  matters,  he  was  not  entitled 
to  any  less  protection  either.   Since  there  had  already  been  references 

In  the  press  to  the  campaign  overdrafts  and  family  overdrafts  matters. 

I  thought  it  advisable  to  obtain  from  Mr.  LANCE  some  indication  of  how 

he  desired  to  have  these  matters  referred  to,  if  at  all,  by  the!  Office. 

On  December  2,  1976,  the  telephone  logs  indicate  a  call  from  mo  to 

Mr.  LANCE  at  9:45  a.m.  and  a  call  from  Judge  SMITH  to  me  at  11:15  a.m. 


I  should  state  with  reference  to  these  logs,  as  well  as  others  which 

will  be  discussed  herein,  that  my  secretary's  telephone  logs  are  the  only 

records  I  ha^e  with  regard  to  my  end  of  telKpln^i.\  convr r .' .-.r. ions.   T  am  not  in 
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the  habit  of  keeping  notes  of  telephone  conversations.   My  secretary 

apparently  tries  to  note  the  time  of  what  she  considered  to  be  an  especially 

important  telephone  conversation.   Her  notes  do  not  always  indicate 

whether  calls  were  completed  or  not.   Often  there  would  be  not  in  or 

call  back  situation,  so  that  it  is  not  always  possible  to  tell  at  what 

time  I  actually  spoke  Co  the  other  side  involved.   On  December  2,  1976  I 

think  I  spoke  to  either  Mr.  LANCE  or  Mr.  SMITH,  probably  not  both. 

The  subject  was  a  continuation  of  the  previous  day's  discussions, 

a  general  discussion  about  the  press  situation.   I  think  that  Judge 

SMITH  was  interested  to  see  if  we  had  received  any  more  press  inquiries. 

I  think  it  was  V?ednesday,  December  15.  when  DOKALD  TARLETOH 

called  me  to  tell  me  that  Mr.  LANCE  night  visit  the  office  in  that  week. 

I  do  not  recall  him  telling  me  that  he  would  be  accompanying 

Mr.  LANCE  although  he  might  have.   I  do  not  recall  him  asking  me  for 

permission  to  make  the  trip  at  Office  expense  just  for  the  purpose 

of-.introducing  Mr.  LANCE,  however.  It  is  possible  that  Mr.  TARLETON  had 

other  business  to  attend  to  at  the  Washington  office,  such  as  the  status 
of  a  union  organizing  attempt  In  his  Region. 

Sometime  prior  to  December  15.  1976.  Mr.  TARLETON  advised  Mr.  SKT.RY 

that  Mr.  LANCE  would  like  to  visit  the  office  on  one  of  his  gpt  argnaintpA 

visits  to  Washington.   I  recall  Mr.  SELBY  telling  me  that  Mr.  LANCE 

would  be  coming  around  on  a  certain  afternoon  in  early  December  but  that 

visit  was  cancelled  by  Mr.  LANCE. 

On  Friiiay.  fiprpinhpr  17,  197fi  pit    ?:m   Mr.  T  fthTFnccompanJQd  by  Mr. 

TARLETON,  showed  up  at  the  office.   He  was  there  about  30  miniitpf:;  T 

?pcnr  most  of  the  time  showing  him  how  our  new  e)'ecl)r(i)nic  .vrTSS  Vperatcd. 
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I  then  took  hira  down  to  the  fifth  floor  to  say  hello  to  Dr.  DINCE,  one 
of  our  staff  members  who  knew  Mr.  LAMCE.   I  also  Introduced  him  to  VfES 

MURPHY.   During  nost  of  his  visit,   there  was  either  Mr.  TARLETON  or 

others  in  the  room,  and  I  don't  think  I  spent  more  than  a  few  minutes 
alone  with  him.   I  may  have  mentioned  what  I  thought  was  the  rather 
remarkable  fact  that  the  press  had  not  followed  up  on  the  inquiries  and 
and  I  therefore  had  not  had  occasion  to  use  the  press  release  we  drafted. 

There  were  no  other  discussions  concerning  Calhoun  or  NBG. 

The  Decenher  15  teleohonp  rail  frnm  A;.pnf  nnfJFnAW  did  not  reach  me. 

I  do  not  recall  ever  talking  to  him.   About  that  time  Mr.  SCHAUB  informed 

me  that  an  FBI  Agent  had  called  him  and  stated  that  he  was  making  a 

background  check  on  Mr.  LAMCE  in  connection  with  his  appointment  and 

that  he  wished  access  to  the  examination  reports  and  other  files  on 
Calhoun  and  NBG.   Mr.  SCHAUB  asked  me  for  advice  in  this  regard  since 

our  normal  practice  is  not  to  show  bank  examination  reports  to  other 

agencies  except  in  connection  with  criminal  referrals  or  other  investigatory 
matters  affecting  the  bank  itself.   I  thought  that  the  bank  would  probably 
want  us  to  waive  our  usual  rules  in  connection  with  Mr.  LANCE's  background 
check  and  I  called  Judge  SMITH.   Judge  SMITH  returned  my  call  on  December 
29.  We  discussed  the  problem  of  confidentiality  of  bank  records  in 
connection  w/th  the  background  check.   Judge  SMITH  said  that  he  had  to 


-^ 


talk  to  Mr.  LANCE  and  that  he  would  get  back  to 


Meanwhile,  on  Decpraber  29  and  10.  iq7fi,  FBI  Agpnt-  MfMTTTAM  ph^n 
et  up  an  appointment  to  interview  me  and  Hr.  SCHAUB. 


-     r~=^ 


nd  SCHAUB  related  to  nv^TTNt,  A?pnt-  ''■  y^l 


iih 


■ '-"'-'-■ ■ '■-^""■■'V--^^<5'^ 
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aware  of  the  existance  of  the  enforcement  agreement  and  wished  to  see  a 

copy  of  the  same.   He  also  wanted  to  see  the  bank  examination  reports  of 

Calhoun  which  referred  to  the  campaign  overdrafts  and  family  overdrafts. 

One  of  the  subjects  I  discussed  with  Judge  SMITH  was  whether 

Mr.  lANCE  wished  us  to  waive  the  usual  statutory  rule  on  privacy  on 

enforcement  agreements  entered  into  pursuant  to  Financial  Institution 

Supervisory  Act  of  1966  and  also  what  his  feelings  were  about  disclosing 

the  bank  deposit  records  of  himself  and  his  relatives  as  requested  by 

the  FBI.   The  answer  I  got  back,  relayed  by  Judge  SMITH,  was  that  Mr. 

LANCE  had  no  objection  to  disclosing  any  deposit  records  relating  to 

hlaaelf  and  his  Immediate  family,  but  that  he  did  think  that  his  wife's 

family  were  entitled  to  their  privacy  in  regards  to  their  bank  accounts.   ,  /^ 

L.-.^Uci q^^^^ 

On  the  matter  of  the  enforcement  Agreement  he  said  that  he  did  not 

have  any  objection  to  the  TBI  seeing  It,  but  he"^  thought  that  the  FBI ^^ 

report  iwuld  becoae  part  of  the  confirmation  hearing  record  and  made 

public.   He  was  concerned  of  possible  negative  effects  on  Calhoun  bank .^Z' . 

If  the  existence  of  the  enforcement  (g^cametpublic  record.  He  preferred,   ^^Ov>- 
therefore,  that  the  enforcement  Agreement  not  be  disclosed  to  the  FBI, 


unless  they  Insisted  on  seeing  It. 


then  advised  Hr.  SCHADB  to  dl.iclofl 


In  the  egamlnatlon  reports  to  overdrafts  by  Mr.  or  Mrs.  LANCE  or  any  of 
the  LANCE  children  but  not  In  reference  to  any  other  accounts.  1  also 


M 


disclose  the  contents  of  the  enforcement  agreement.  It  should  be  remembered 
however,  that  Agent  McMILLAM  was  already  aware  of  the  existence  of  the 


5  he  became  aware  of  it  th^oug)i  yarlie^  ^HfeVie' 


Agreement.   I  believe  he  became  aware  of  it  tlj^ug/i  yarlie^  ^Hfeyiews 

OePADTXCMT  OF  THE  TREAJUKV  •  INTCBHAL  Kf.^f.^K,.   itav.CE         V>^  V      J^CvV^^Ak  .  ."I  roXH  23II-B  l!2-l 
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vould  report  back  to  his  superiors  our  initial  position  on  not:  disclosi 
the  contents  of  the  Agreement,  and  if  he  had  cone  back  and  said  that  it 
was  essential  to  their  assignment  to  see  the  Agreement,  I  was  prepared 
to  show  it  to  them. 
I  remember  being  interviewed  by  Agent  MacHILLAN.   He  asked  about 


the  overdrafts,  the  campaign  law  referral,  and  thp  aorppmpnf 


s,  a<;  V.-PI 


as  Mr.  LAKCE's  general  reputation.  I  have  no  specific  recollection  of  my 

answers.   I  think  I  told  him  about  the  agreement  and  the  subsequent 

progress  of  the  bank  in  compliance  and  the  termination.   I  told  him  that 
I  thought  Mr.  LANCE  was  qualified  for  the  job  of  0MB  Director. 

I  was  aware  of  my  authority  as  Acting  Comptroller  to  disclose  the 

enforcement  agreement  or  the  contents  of  bank  e?:amination  reports  where 

X  found  It  In  the  public  interest  to  do  so.   I  was  also  aware  of  the 

public  interest  to  be  served  in  making  thorough  background  checks  on 

presidential  appointees.     


Since  one  of  was  the  primary  resons  for  the  confidentiality  afforded 

bank  records  is  the  maintenance  of  public  confidence  in  the  banks  Involved. 
I  had  to  weight  the  possible  negative  effects  on  the  Calhoun  bank  from 

disclosure  of  the  enforcement  agreement  against  the  advantages  to  the 

public  Interest  to  be  gained  by  disclosing  the  agreement  to  the  FBI.  The 
FBI  already  had  had  access  to  the  SHERRY  memorandum  which  fully  described 
the  facts  of  the  campaign  overdrafts  matter;  the  facts  of  the  Campbell 
prosecution  in  which  T  thought  that  both  official  and  public  attention 
had  been  dravn  to  the  LANCE  family  overdraft  practices;  I  also  knew  that 
the  FCI  was  aware  that  wc  hnd  foi-nd  it  necyT'^^--   tn  rnqtii^j  nn  enforcement 
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agreement  from  the  Calhoun  bank  because  of  the  overdraft  practices  and 

other  weaknesses  in  the  running  of  that  bank.  I  know  that  they  were 

aware  of  It  because  they  had  asked  to  see  it  specifically.   I  did  not 

see  where  much  could  be  gained  as  far  as  the  thoroughness  of  the 

FBI  background  check  was  concerned  by  giving  them  a  copy  of  the  Agreement 
and  I  did  recognize  the  very  real  possibility  of  loss  of  public  confidence 
in  the  Calhoun  Bank  if  the  existence  of  the  Agreement  were  made  public. 

tJhile  I  did  not  desire  to  afford  Mr.  LANCE  any  extra  privileges 

because  of  his  impending  high  position,  neither  did  I  think  that  he  and 
his  relatives  were  entitled  to  any  less  protection  in  regard  to  the 
privacy  of  banking  matters  then  is  usually  afforded  National  bank  records. 

When  Judge  SMITH  relayed  to  me  Mr.  LANCE 's  feeling,  as  Chairman  of 

the  Board  of  Directors  of  Calhoun,  that  the  text  of  the  Enforcement 

Agreement  should  not  be  given  to  the  FBI,  unless  they  insisted  on  it,  I 
had  a  difficult  decision  to  make.   Under  the  provisions  of  the  Supervisory 
Act,  the  bank  had  the  right  to  keep  the  Agreement  private  unless  the 
Comptroller  deemed  It  "in  the  public  interest"  to  disclose  it. 

The  FBI  already  had  the  SHERRY  memorandum  which  fully  disclosed  the 

Campalng  Comnittee  overdraft  problem;  they  know  of  the  existence  of  the 

agreement  and  the  family  overdraft  problems.  I  did  not  think  that  the 

Agreement  itself  would  add  significantly  to  the  FBI's  knowledge  concerning 
the  appointee. 

Against  those  considerations,  the  exposure  of  the  details  of  the 

Calhoun  First  National  Bank's  past  malfunctions,  in  an  enforcement 

agreement,  no  longer  in  effect  because  the  bank  had  ceased  malfunctioning, 

_seemcd_not_  in^thc  ph.lic  interest  as  l.ir  =r^   {ho   bn.k -r-^^Vnnr.m.H   m,. 


et. 
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^ripary  concern  was  for  the  bank.   It  was  the  FBI  fiinr 


I,  therefore,  exercised  my  authority  as  Acting  Comprrollpr  nf  ^ha 

Currency  under  the  Supervisory  Act,  to  aaintain  the  privacy  of  the  '' 

Agreement.   Some  might  question  my  judgement  in  so  doinR.   There  is. 

however,  no  question  concerning  my  legal  authority  to  exercise  that  " 

judgement  in  the  matter. 

A  factor  in  my  decision  was  my  feeling  that  the  difficulties  which 

the  Calhoun  Bank  had  experienced,  could  easily  be  blown  out  of  proportion 

in  the  press  coverage  of  the  LANCE  confirmation.   I  did  not,  and  still 

do  not,  consider  those  difficulties  to  have  involved  any  criminal  acts 

or  moral  ^.^rpitude.   However,  the  press  and  public  could  easily  misinterpret   ^^j^ 
the  legal  words  of  art  used  in  the  agreement,  "unsafe  and  unsound  banking 


practices"  as  involving  such  conduct.  The  avoidance  of  such  public 


W 


Bisinterpretation  was  one  of  the  reasons  for  the  privacy  provisions  of 


the  Supervisory  Act  (which  I  had  a  hand  in  drafting)  and  I  thougtTthat 
observance  of  the  rule  of  privacy  in  this  instance  was,  therefore, 
appropriate. 

.. 0"  December  30  I  apparently  phoned  Mr.  TARI.ETOH  at  homp.   rrr.riBTA'., 

phone  log  notes  "WCB"  for  will  call  back.   The  next  phone  record  for  Kr. 

TARLETON  shovfs  a  call  from  him  to  me  on  January  3.   Although  I  don't 

remember  the  conversation,  I  am  told  by  the  IRS  Inspectors  that  In  his  ' 

interview  Mr.  TARLETON  stated  that  sometime  during  this  period  he  was 

instructed  by  me  that  the  FBI  would  be  visiting  him  on  the  LANCE  background 
check  and  that  I  instructed  him  to  "disclose  whatever  information  they 
request".   T  h.ive  no  reasons  to  dispute  VJT . /fARLX^n' s   rccc/n-  Vrion  in 


W 
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this  regard.   And  I  thin'.Cthls  instruction  from  me  to  Mr.  TARLETON 


LANCE  who  said  that  he  \.'ould  like  to  have  lunch  irfth  me  that  day  at  the 
Sheraton  Carlton  Hotel  at  12:15.   I  met  Mr.  LAKCE  at  the  Sheraton  Carlton 


at  that  hour  and  ve   had  lunch  together  for  about  50  minutes  in  the 


public  dining  room.   The  lunch  conversation  was  mostly  small  talk.   We 


discussed  the  problems  he  would  have  as  Director  of  0MB  with  the  proposed 
reorganization  plans  for  the  entire  government.  I  remember  telling  him 
that  I  thought  that  the  entire  state  government  of  Georgia  could  probably 
fit  into  one  department  at  HEW.  We  discussed  what  we  were  doing  at  the 
OCC  in  connection  with  the  Haskins  and  Sells  recommendations  for  the  new 


examination  procedures.  I  think  I  expounded  a  little  on  what  a  raw  deal 
I  thought  former  Comntrol 1 e  r  JIM  SMITH  had  got  ton  from  the  press.   I 
told  him  of  the  interest  of  my  associate  m.S   MURPHY  in  moving  up  to  a 
possible  job  as  General  Counsel  of  some  agency. 


icy.  /"TO  p.osyirie<r*fc  \little 


^. 


confirms  th.it  I  was  not  trying  to  conceal  anything  from  the  FBI. 

On  January  3,  4,  and  5  the  phone  log  shows  several  calls  back  and 

forth  between  Judge  SMITH  and  myself.   I  think  we  were  missing  each 

other  some  during  those  days,  but  there  were  some  conversations  between 
us.   I  don't  have  any  clear  recollections  as  to  what  was  discussed  at 
any  particular  call  but  I  think  that  I  was  trying  to  get  an  answer  back 
on  their  attitude  toward  release  of  the  text  of  the  Agreement  and  the 
DAVID  family  overdrafts. 

There  are  also  a  number  of  press  calls  notp.d  on  rhp  Inc.  diir-in{» 

these  days.   Most  of  these  concerned  my  disapproval  of  an  application 

for  a  Women's  National  Bank  in  the  District  of  Columbia. 

On  January  10  my  secretary  received  a  call  from  an  aide  to  Mr. 
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about  vho  would  be  Comptroll&r;  he  mentioned  an  unnamed  banker  as  the 

front  runner.   I  told  him  that  I  had  written  Secretary  designate  BLUMENTHAL 
asking  to  be  considered  for  the  appointment.   Mr.  LANCE  was  non-committal 

throughout  our  discussion  about  any  possible  action  concerning  the 

Comptroller's  appointment.   Tliere  -may  have  been  some  discussion  about 
the  Chairmanship  of  the  FDIC.   It  was  my  understanding  and  Mr.  LANCE 
confirmed  this,  that  Director  LeMAISTRE  would  be  moved  up  to  the  Chairmanship. 
After  lunch,  a  driver  from  my  office  picked  me  up,  and  Mr.  LANCE  and,  I 
think,  a  Secret  Service  Agent  walked  back  to  the  Treasury  building. 


?? 


tv 


When  I  got  back  to  the  office.  I  telephoned  Judge  SHTTH  and  fold 

him  of  my  lunch  with  Mr.  LANCE.  The  reason  for  this  was  that  for  the 

previous  couple  of  weeks  both  Judge  SMITH  and  myself  had  encountered 

some  problems  in  cor.miunicating  with  Mr.  LANCE  because  of  the  extremely 
busy  nature  of  his  schedule  during  that  period.  I  thought  Judge  SMITH 
would  be  Interested  in  knowing  that  I  had  this  recent  personal  contact 
with  Mr.  LANCE.  I  don't  recall  any  other  subject  matter  discussed  with 
Judge  SMITH. 

On  Friday,  January  14  at  1:30,  Mr.  DAVID  SCHAEFFER.  a  Staff  Member 
of  the  Senate  Committee  on  Government  Operations  phoned  me.   I  apparently 
W33  not  available  to  take  the  call.  AT  2:45  Mr.  LANCE  phoned,  probably 

to  let  me  know  that  I  would  be  receiving  a  call  from  the  Committee, 

although  I  have  no  clear  recol-lection  of  this  conversation  with  Mr.  ' 
LANCE.  At  3:15  I  returned  Mr.  SCHAEFFER's  call.  He  told  me  that  the 
Committee's  hearings  on  Mr.  LANCE's  confirmation  would  begin  on  Monday 
and  that  the  Chairman  wanted  a  letter  from  me,  commenting  on  the  matters 


:tiiiB  the  Calhoun  Bank  wliich  had  appeared  in  tht^'T^J 


aV^T/L-ss  and  yijsc^ 
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cent 

Aining  a  st 

latement  of  opinion  concernii 

ng  the 

fitness  of  Mr.  LANCE, 

for 

the  office 

for  which  he  liad  been  nomine 

3ted. 

I  replied  that  ] 

:  didn't 

know 

much  about 

;  the  requirements  for  0MB  D: 

irectoi 

rs  and  that  as  a 

career 

erapli 

oyee  I  had 

some  difficulty  with  the  last  part  of  his  request. 

He 

didn 

't  seem  toe 

1  interested  in  my  problems. 

On  the  following  Monday  Mr.  SCHAEFFER 

called  aE.-iin  at  4:15. 

He'  was 

quiti 

2  insistent 

upon  getting  the  letter  we 

had  d; 

V.   In 

fact 

he  vanted 

ir.e  to  deliver  the  letter  that  afternoon  or  the  next 

morning  at  the 

latest.   VJe  discussed  the  cc 

mtents  of  the  letter  a 

little 

bit, 

but  Mr.  SCHAEFFER  was,  in  fact,  leaving  the 

matter  up  to  me. 

1 

told 

him  that  1 

would  do  the  best  I  could  in  the 

extremely  short 

time 

that 

he  was  giv 

ing  me.   After  my  discussion  with 

Mr.  SCHAEFFER,  X 

called 

Mr.  LANCE  and  told  hin  that  I  XiJould  probably  be  sending  a  letter  up  to 
the  Coramittee  the  following  morning.  Mr.  LAMCE  did  not  try  to  influence 
me  on  the  contents  of  the  letter  in  any  way. 

The  following  morning,  January  18,  Mr.  CHILDERS  of  the  Committee 


~1  I 


phoned  at  9:15  inquiring  when  the  letter  would  be  delivered.   I  was 

working  on  a  draft  which  I  had  dictated  either  the  night  before  or  that 
morning.  In  the  course  of  working  on  the  draft,  a  question  came  up  as  to 
whether  it  would  be  correct  to  s^  that  all  the  overdrafts  had  been 
repaid  with  interest  and  I  called  Mr.  SCHAUB  to  my  office  to  ask  about 
that  point.   He  thought  that  they  had,  but  he  wasn't  sure.   In  his 
presence  I  phoned  the  Atlanta  office.   Mr.  TARLETON  apparently  wasn't  in 

and  I  spoke  to  Examiner  LOU  FRj\>Ty.   Mr.  FRAMV  inFnrmc.^  r-p  thnr  t-ht. 

overdrafts  had  in  fact  been  repaid  with  interest  and  T  rplipd  on  th.it 
Information  in  commentinr.  on  the  matter  in 
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The  letter  was  hand  delivered  to  the  Committee  about  11:30  a.m.  that 

day.         - 

Given  the  extremely  short  time  that  the  Conmittee  had  gave  np  fijy 

the  writing  of  lliis  letter,  it  was  apparent  to  me  that  they  were  not 

expecting  me  to  conduct  any  in' depth  investigation  or  even  an  in  house 

survey  concerning  Mr.  LAKCE's  activities  as  a  bank  officer.   It  must' 

also  be  remembered  that  at  that  time  I  had  no  knowledge  of  many  of  the 

transactions  detailed  in  the  recent  report  of  the  Comptroller,  assembled 

after  five  weeks  of  intensive  investigation  by  30  bank  examiners  and  6 

attorneys.   For  instance,  at  that  time,  I  did  not  have  a  complete  record 

of  the  family  overdrafts;  I  only  had  the  amounts  as  they  existed  on  the 

dates  of  two  or  three  examinations.  I  had  no  knowledge  of  the  possible 

coinpcnsating  balance  transactions.   Neither  did  I  have  the  full  story  on 

the  Campbell  aff.iir.  i^  therefore,  commented  in  my  letter  to  the  Committee 

on  the  two  most  serious  matters  Involving  Mr.  LANCE  that  I  knew  about  at 

that  time.  These  were  the  referral  of  the  possible  political  contribution 

violations  to  Justice  and  the  subsequent  closing  of  the  file  by  that 

Department.  The  other  derogatory  matter  referred  to  In  the  letter  was 

the  family  overdraft  situation  mitigated  by  the  response  of  the  bank  to 

our  request  for  corrections.  Since  I  did  not  have  the  full  record,  for 

example,  of  Mrs.  LANCE's  personal  overdrafts,  I  did  not  single  out  her 

account,  but  Instead  referred  to  the  DAIVD  family  overdrafts  as  writteri 

up  In  the  examination  reports  available  to  me  at  that  time.   This  information 

indicated  that  the  DAVID  family  overdrafts  were  much  higher  then  Mrs. 

lance's.   The  rer.ainder  of  the  letter  d ealt  with  the  positive  aspects  of 

Mr.  lance's  banking  experience,  and  stated  my  pr/Og  op--mA  >;iat  h 


—'^'^^C'^^--^ 
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was  well  qualified  to  serve  in  the  position  to  which  he  had  been  nominaced 

by  the  President. 

In  addition  to  the  extremely  short  time  frame  in  which  I  was  given 

to  write  the  letter,  it  is  important  to  remember  the  background  of 

existing  information  about  Mr.  LANGE's  background  which  I  had  every 

reason  to  assume  the  Senate  Committee  already  knew.   1  was  under  the 

impression  that  a  confirming  Senate  Committee  would  surely  have  access 

to  the  FBI  background  check.   The  FBI  knew  all  the  facts  about  the 
referral  to  the  Department  of  Justice  of  the  campaign  coirjnittee  overdrafts; 
It  knew  about  the  existence  of  the  enforcement  agreement  between  the  OCC 

and  the  Calhoun  Bank;  it  knew  about  the  Campbell  Affair;  and  it  knew 

about  the  LANCE  family  overdrafts. 

I  did  not  see  how  anybody  could  reasonably  expect  that  a  letter 

requested  on  one  business  day's  notice  would  add  significantly  to  the 

facts  already  looked  into,  presumably  thoroughly,  by  the  FBI.  I  regard 

the  checking  into  an  appointee's  background  as  primarily  the  responsibility 

of  the  FBI  and  not  the  Comptroller's  office.   I  regaded  the  Committee's 

short  notice  as  indicating  that  they  were  prlnclpfe/  Interest  in  my         "s*^^^ 

conclusions  about  Mr.  LANCE's  fitness  and  not  details  of  transactions. [ 

I  responded  to  the  best  of  my  ability  and  with  my  honest  opinion. 

The  specific  reasons  I  didn't  refer  to  the  formality  of  the  Agreement 

with  the  Directors  of  the  Calhoun  Bank  In  my  letter  Were  the  following'. 

First.  I  thought  the  letter  was  sufficient  in  that  it  mentioned  that  the 

Directors  had  agree d  to  discontinue  the  critic  1  z ed  practices.   I  thought 

this  was  an  adequate  disclosure  of  what  was,  after  all,  a  closed  episode 

in  the  affairs  of  the  .-.ubject  bank.   Secondly,  T  v^^^er  r.he  !NiprV,^sion 


Iv^ 


i;uvv^ 
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thac  the  Con:mitt:ee  already  knew  about  the  exi,tence  of  the  Agreement  and 
what  we  were  talking  about  was,  in  fact,  a  letter  for  the  public  recora 
rather  then  the  supplying  of  new  infonaation  to  the  Committee.  I  assumed 
that  the  Committee  already  knew  about  the  Agreement  because  I  knew  the 
FBI  knev;  of  the  existence  of  the  Agreement.   It  was  my  assumption  that 
significnnt  information  in  the  FBI  background  check  would  be  brought  to 

the  attention  of  the  confirming  Committee.   A  third  reason  for  not 

referring  to  the  agreement  was  to  be  consistent  with  the  position  I  took 

on  the  matter  in  connection  with  disclosing  the  text  of  the  Agreement  to ^ 

.\gent  M^cMILLIAN'.   Since  the  reasoning  there  was  to  prevent  the  Agreement 
from  getting  into  the  Committee's  published  proceedings,  to  the  detriment 
at  the  Calhoun  Bank,  inclusion  of  a  reference  to  the  Agreement  in  a 
letter  which  would  undoubtedly  appear  in  the  published  hearings,  obviously 
would  be  inconsistent  with  that  intention. 

Before  sending  the  letter  to  the  Comnlttee  I  showed  a  draft  to  Mr. 

MURPHY  although  Xr.  >ajRPHY  was  in  no  way  responsible  for  its  contents  or 
Its  mailing.  I  recall  that  he  suggested  that  it  v.-ould  be  safer  and  more 
precise  to  include  the  word  "prosecutable"  before  the  reference  to 


of  18  use  610".   I  did  not  take  h 


IS  suggestion  primarily 


tF 


because  I  regard  the  use  of  the  adjective  "prosecutable"  by  law  enforcement 
officers  as  something  as  a  "cop  out".   I  thought  that  Mr.  LANCE  and  the 
Committee  in  this  instance  was  entitled  to  a  firm  opinion  from  me  as   • 
Acting  Comptroller  on  whether  the  campaign  Committee  overdrafts  constituted 

violations  of  Section  610  or  not.  In  this  regard  I  did  not  consider  of 

^*"^  opinions  of  St.-iff  Attorney  SHKRRV  or  and  Mr.  hrUKPHY  or  other  la»>-yers 
J^hc  office  a<  binding  upon  mc.  I  had,  .^fter  aLy^T/^/ed  a!;  C'jTb  \ 
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Counsel  to  the  office  for  fourteen  years,  and  thouRht  that  I  was  as 

capable,  or  r.ore  capable,  then  any  other  attorney  of  assessing  whether 
or  not  a  set  of  facts  constituted  a  violation  of  Section  610.   It  was  my 
opinion,  and  still  is  my  opinion,  that  the  overdrafts,  primarily  because 
there  was  no  attempt  to  conceal  them  on  the  books  of  the  bank,  could  not 
be  held  to  violate  any  provisions  of  the  criminal  code. 

Mr.  MURPHY  also  suggested  that  I  change  the  wording  about  Mr. 

lance's  qualifications  to  a  double  negative  form  rather  than  the  forthright 
way  in  which  I  had  dictated  it.   I  think  he  suggested  that  I  delete  the 

word  "well"  from  in  front  of  qualified.   Although  I  recognized  the 

prudence  of  Mr.  MURPHY 's  suggestions,  since  the  draft  did  represent  my 
personal  opinions  on  the  matter,  I  elected  not  to  make  the  changes 


67 


poqe     24  Attiant  Robert  Bloom 


68 


Alliant        Robert  Bloom 


Page      26        Allianl     Robert  Bloom 


(Inspector's  question)  Why  are  your  telephone  conversations  and 
meetings  with  LANCE  and  Judge  SMITH  not  documented  other  than  the  telephone 
log?  • 

The  main  reason  is  that  I  have  an  adversity  to  filing  memoranduros 

of  telephone  conversations.   I  always  have  had.   I  do  not  know  of  any 

written  regulation  in  the  office  that  requires  one  to  put  a  memorandum 
in  the  file  every  time  you  have  a  telephone  conversation.  It  is  probably 
good  practice  and  if  I  were  teaching  an  orientation  group  to  new  examiners 
1  would  probably  advise  them  to  do  it,  but  I  obviously,  in  this  case,  do 


not  practice  what  I  preach.  /\/\  CS  \ 
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In  all,  my  ,-ictions  concern! 


I.AuCE.  the  ;;CC  and  thf:  Calhoun 


Firrt  Nationjl  Bank,  I  was  notivated  by  a  desire  to  be  fair  to  all 
parties  concerned  as  well  as  a  desire  to  fullfil  my  responsibilities 


an  Officer  of  the  Conptroller 's  office.   Some  of  the  decisions  I  had  to 


make  were  difficult  and  might 


be  described  as  "no  win"  situations. 


I  tried  to  make  those  decisions  unselfishly  and  with  primary  regard  to 
the  public  interest  and  the  interests  of  fairness. 

To  sum  up,  it  is  important  to  remember  that  a  great  deal  of  the 

information  contained  in  the  Comptrollers  Report  of  August  18,  1977  was 
not  in  the  office  filles  during  the  period  leading  up  to  Mr.  LANCE's 
confirmation.   If  it  had  been,  I  would  certainly  have  been  more  circumspect 
in  my  letter,  to  the  Ribicoff  Committee,  «i'"Jrrr'::'.'Z:"i::i.Z^ 


^V^^c^ V  C:2f^CJr  v'^^A^^'v^^-^^-^  ;-^ 


, J *- — A-^-J 

^  t^^.  V-o*^  ♦-•*^    ^  -\  *-> « "^  S 


^Vna^^^-^'^*^^      ^<?     "^^  '^^      to«i'<^v<^^/^    ^o^ 


Si-bsciibed  end  sv.orn  to  teforr-  ne  this 

day  of  ro.^,.^-^;^ 1  r,   ^7    , 


iiicru^t^..  oicllUu) 
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Affidavit 


United  States  of  America, 
,  District  ( 


^   ,   ROBERT  BLOOM 

2   ir,^.;.^ont   6381  Lakevlew  Drive.  Falls  Church,  Virginia 


^ The  attached  is  a  supplement  to  my  affidavit,  dated  August  31,  1977. 

4  1.   Please  explain  your  reasons  for  the  statement  that  if  the  FBI  Agent  had 

5 come  back  and  said  that  the  agreement  was  essential  you  would  have  shown 

c it  to  him,  when  you  declined  to  show  it  to  him  when  he  originally  requested 

7  It. 

8  A:  My  statement  means  just  what  it  saya.   If  the  agent  had  coma  back  and  said 
9 that  he  deaaad  a  copy  of  the  agreanent  essential  to  his  investigation,  I 

10  would  have  given  it  to  him.  My  lack  of  desire  to  keep  anything  from  the 

11  FBI  is  evidenced  by  my  earlier  instruction  to  our  Atlanta  Office  to  show 
t2  the  FBI  "anything  they  request",  knowing  full  well  that  the  Atlanta  files 
13    contained  copies  o£  the 


14X  ^ou  prepared  the  re  lea  w  in  Deceaber  1976  with  the  intention  of  releasing 

H  information  concemlng  the  Agr— ent  to  the  press.  Your  statement  does  not 

16  reflect  any  concern  over  the  public  loss  of  confidence  in  the  Calhoun  Benk 

17  due  to  the  disclosure  of  the  existence  of  the  Agreement.  There  Is  no  indl- 
1g  cation  that  the  press  was  aware  of  such  an  Agreement;  only  the  possibility 
^  of  an  Agreement.  Vhy,  since  this  concern  was  not  shown  In  any  anticipated 

20  press  release,  was  it  a  consideration  in  not  releasing  this  information  to 

21  the  FBI  and  the  Senate  Coomlttea. 

22  A;  The  facts  as  you  state  theo  in  your  question  are  essentially  correct,   I 

23  was  ready  at  any  time  after  December  1,  1976  to  disclose  the  existence  of 

24  the  agreanent  to  any  member  of  the  press  who  asked  about  It  and  indeed  had 
28  a  release  all  prepared  for  that  purpose. 

26  The  problem  with  the  FBI  and  the  Coimlttee,  however,  wasn't  over  knowledge 

27  of  the  existence  of  the  agreement;  they  already  had  that.  JPr^problemiwae 
Fonn  2311  (Rev.  9-76)  Depanment  o(  the  ?^ajrftf\-  \M(fnaC/ed 
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possible  public  misinterpretatioa  of  some  of  the  lanRuage  of  the  agreement- 
Did  you  authorize  DONALD  TARLETON  to  fly  to  Washington  to  introduce  LANCE  a 


4.  Identify  members  of  the  transition  team  you  discussed  your  desire  to  be 
considered  as  Comptroller. 

A:   I  did  not  discuss  the  Comptrollership  with  any  members  of  the  transition  tea 
I  was  aware  that  Mr.  DICK  BEATTY,  a  friend  of  mine  had  written  a  letter  to 
Mr.  NICK  ARUNDEL,  head  of  the  Washington  transition  office,  on  my  behalf. 

5.  Did  you  ever  discuss  your  desire  to  be  considered  as  Coiiq>troller  with  LANCE 


JLi      I  don't  believe  so,   I  did  tell  him  that  I  had  written  a  letter  to  Secretary 
BLDMENTHAL  asking  to  be  considered  for  the  job. 

6.  Did  you  ever  remove  any  documents  from  the  Calhoun  or  National  Bank  of  Georgia 
files  and  return  them  after  you  heard  an  Inquiry  was  being  conducted  (July  - 
Angust  1977)7 

At  Bo. 

7.  Hov  many  drafts  of  the  press  release  were  prepared  and  telexed  to  SMITH?  If 
■ore  than  one,  ejcplain  the  reasons  for  the  numerous  copies, 

At   I  only  recall  telesing  one  draft  press  releaae  to  SIDNEY  SMITH. 

t.     Ke!  your  statement  that  it  was  the  FBI  function  to  evaluate  LANCE. 

How  did  you  expect  the  FBI  to  complete  a  thorough  investigation  and  evaluation 
of  LANCE  when  you  failed  to  provide  them  with  Information  which  has  a  direct 
bearing  on  LANCE' s  capabilities  and  history  of  LANCE* s  ability  as  a  Bank 
Administrator? 
A;   I  did  not  "fail  to  provide"  the  FBI  with  information  bearing  on  LANCE 's  ability 
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as  a  Bank  Admigistrator.   On  the  contrary,  I  Instructed  our  Regional  Administrator 

In  Atlanta,  the  official  with  the  most  complete  records  and  ipr<mafg  knowledee 

of  Mr.  lance's  service  with  the  two  Georgia  bank3.  to  show  or  tell  the  FBI 

"anything  they  requested". ■ 

9.   You  mentioned  another  reason  you  did  not  allow  the  FBI  to  see  the  Agreement  was   * 

i 
due  to  the  fact  that  they  had  access  to  the  SHERRY 


memorandun  only  deals  with  caiqpalgn  expenses  and  only  suggested  that  an  agree- 

ment  be  placed.   There  is  no  mention  in  the  SHERRY  memorandum  of  family  over^ 
drafts.   How  then  could  you  assume  that  the  FBI  was  made  aware  of  LANCE' s 
person&l  overdraft  practices? 
A:   I  did  not  rely  on  any  assumptions  that  the  FBI  knew  of  the  family  overdrafts, 
even  though  there  bad  been  reference  to  them  in  news  stories  and  in  the 
Caiqibell  case  files.   To  make  sure  that  the  FBI  would  know,  I  had  Mr.  SCHAOB 

■how  the  FBI  agent,  the  data  we  had  on  the  overdrafts  of  Mr.  and  Mrs.  LANCE 

and  their  children. 
10.  Did  SHKHKT  and  others  tell  you  to  fumiab  the  Agreement  to  the  FBI  and/or 
Conmlttee? 


11.  Did  you  speak  to  FASBEMDER  on  February  10,  1977,  re;  the  report  concerning  tha 

•zamlnatlon  of  National  Bank  of  Georgia  and  aircraft  expenses.   If  so,  what  was 
the  nature  and  purpose  of  this  discussion, 
A:  I  did  speak  to  Mr.  FASBENDER  on  February  10,  1977,  according  to  my   secretary's 
notes.   I  have  no  clear  recollection  of  the  discussion,  but  I  am  willing  to 
accept  Mr.  FASBENDER' s  apparent  recollection  that  it  concerned  the  examination  of  . 
Rational  Bank  of  Georgia  and  aircraft  expenses  and  that  I  instructed  him  "to 
use  his  own  judgment"  on  the  matter.   I  also  may  have  told  him  to  let  me  know 
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what  he  found  out  before,  he  vroce  It  up  in  the  report.   I  don't  think  I  had  any 
further  communication  for  him  or  any  other  examiner  or  Mr.  TARLETON  on  the  subject 
of  the  airplane  until  Mr.  TARLETON's  memo  of  March  31.  1977.   The  reason  for  my 

instructions  to  Mr.  FASBENDER  was  my  recognition  of  the  possible  political 

sensitivity  of  Mr.  LANCE' s  use  of  the  National  Bank  of  Georgia  aircraft  during  tht* 
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Banlr.  q"   PanTnia  airoroft  duuiaa  the  fall  ai    lQ?fr 


12.   Why  did  you  contact  LANCE  and/or  S>aTH  before  you  made  a  decision  to  not 

release  the  Agreement  to  the  FBI. 

A:   For  two  reasons .   First,  the  agreement  was  originally  entered  into  piirsuant 

to  the  Financial  Institutions  Supervisory  Act  of  1966,  and  parties  have  a 

right  to  have  proceedings  under  that  Act  kept  private,  unless  the  Comptroller 

decides  it  in  the  public  interest  for  them  to  be  public.   Before  making  a 

decison  which  might  result  in  publication,  I  wanted  to  get  the  views  of  the 

parties  affected.   Secondly,  I  thought  that  Mr.  LANCE,  as  a  subject  of  a  baclc- 
groumd  check,  had  a  right  to  know  what  the  Bureau  was  Interested  in. 
13.   Can  you  explain  your  apparent  discrepant  instructions  to  TASLETON  and  SCHADB. 
Specifically,  why  did  you  tell  TARLETON  to  furnish  the  FBI  with  anything  they 
asked  for,  but  you  told  SCHAUB  that  the  FBI  could  not  get  a  copy  of  the  Agree- 
■cnc  after  you  spoke  to  SMITH? 


Ai     The  tAHLETOH  Instructions  came  first,  before  I  knew  that  there  was  a  problem 
with 


with  public  misinterpretation  of  the  language  of  the  agreement  or  that  the 


Xt 


14.  Clarify  the  chronology  of  your  dlsciissions  with  SMITH  in  relation  to  a  requeac 
Vy  the  FBI. 

At  According  to  my  secretary's  log,  Mr.  SMITH  phoned  on  December  29.  and  I 

returned  the  call,  later  in  the  day.   I  think  it  was  the  reverse,  -but  I  wouldn't 

«WB«r  to  It.   I  had  another  call  from  Mr.  SMITH  on  January  3,  1977  and  I  spoke 

to  him  either  once  or  twice  on  January  4,  1977.   I  believe  the  foregoing  calls 

were  the  only  ones  referring  to  the  FBI  check. 

15.  Why  did  you  not  think  the  knowledge  of  the  Agreement  would  add  significantly 
to  the  FBI  knowledge  of  LANCE? 
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A:   The  question  assumes  an  Incorrect  fact.   The  FBI  had  knowledge  of  the  agreement. 

Assuming  that  the  Intent  of  the  question  Is  to  ask  why  I  thought  knowledge  of 

the  language  of  the  agreement  would  not  add  slRnlf icantly  to  the  FBI  knowledge  of 

LANCE,  the  answer  Is  that  the  agreement  deals  almost  wholly  with  bankim  matters 

at  Calhoun  First  National  Bank,  not  relatable  to  Mr.  LANCE  personally.  There 

are  three  paragraphs  which  do  relate  to  Mr.  LANCE,  however,  and  I  suppose  as  to  " 

them,  one  could  argue  about  "significance". 

16.   How  coiad  your  letter  to  the  Committee  reflect  such  favorable  reconmandatlon 

la  light  of  your  knowledge  of  LAHCE's  activities  re:  the  campaign  contributions 

by  Calhoun,  his  overdraft  policies  as  shown  in  the  examination  reports,  comments 

by  the  MBE's  who  were  familiar  with  the  Calhoun  Bank,  and  the  articles  of  the 

Agreenent  directed  against  LANCE  and  the  management  of  the  Bank.  Also,"  please 

fumlah  your  substantiation  for  the  use  of  the  words  "good  reputation  in  the 
broking  community  and  well  qualified  for  the  Office  of  Director,  OHB."  Provide 
■or*  information  about  how  you  arrived  at  the  specific  statenenta  in  your  letter 
ta  ehe  Comnlttee, 
kt     Thla  la  a  question  wfacch  la  hard  to  keep  in  perspective  in  light  of  the 
cvalanch*  of  publicity  now  under  way.  As  of  January  18,  1977,  the  only 
^•rogatory  Infomatlon  known  to  me  concerning  Mr,  LANCE,  personally,  had  to 
do  with  (1)  alleged  technical  violations  of  the  political  contributions  law 
tBd   (2)  overdrafts  in  his  family  bank  accounts.  There  was  also  evidence  that 
tha  Calhoun  bank  was  not  too  well  managed.  These  are  matters  which  are  under- 
standably of  more  serious  concern  to  bank  examiners  than  to  others, 

^   feeling  as  to  Mr.  LAHCE's  reputation  among  bankers  was  based  on  what  I 

had  heard  from  bankers  who  knew  him  and  did  business  with  him.  As  I  said  at 

the  dose  of  my  affidavit,  if  I  knew  of  all  the  matters  contained  in  the 
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formation  lii   the  Agraement   shoved   that   LAI.'CE  was  not   coapeteut   enough  to 


hio  own  salary. 

A: 

I  don't  recall  making  such  statements,    if   I  did,   it  was   in  jest. 

^ 

\ 

1.^                                         ■                                          •              •/ 

19. 

Why  did  you  contact  LiJICE  after   the  Committee  insisted  upon  a   letter? 

Al        I  thouj'\i  be  should  know  about  it,      .K-.   I   said  before,  V- .    LANCE  in  no  way 


•Ctec^ted   to   Influence   the   contents   of  ray   letter. 
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^~.  ; \CZ'.3  szd'Ji-zs'.ilzi   of  tha  Calhoug.  First  '.'atlcnal  ^-iz'.^  -..-.1         -.   t.'atiT.-l  ?..ir'<. 

ox  Georgia  waci  basad  on  ny  pravious  examinations  of  tha  files  c..— gaming  those 
two  banks  and  ^jr.'/ersatioas  with  vario'.is  personnel  of  tha  Office  who  worked  on  the 
super'/ision  of  these  two  banks,   I  also  was  faciiliar  with  Mr.  lAMCE's  personal 
reputation  as  a  bankar  from  conversations  with  other  Georgia  banker;  and  of  course, 
I  was  aware  of  the  high  degree  of  confidence  which  the  President-el^ct  had  in 
hln. 


^U^ 


79 


Paqe_2 Aifiant      ROBERT  BLOOM 

21.   Did  you  see  ASHLEY  LEE's  October  28,  1976  visitation  report  at  the  time  the 

Agreement  was  lifted  and  did  the  contents  influence  your  decision  to  not 

reimpose  the  Agreement?   If  you  did  see  it,  would  the  information  contained 

therein  have  influenced  your  decision,  had  you  seen  it? 1^ 

A:   I  think  I  did  see  it.   The  contents  weighed  for  a  decision  to  reimpose,  but * 

were  not  sufficient  to  overcome  the  factors  against  reimposition;  namely, 
(1)  the  recapitalization  of  the  bank,  (2)  cessation  of  most  bad  practices, 
(3)  new  loan  officer,  (4)  unfairness  to  the  bank  and  Mr.  LANCE  of  the  confusing 
publicity,  which  probably  would  result,  (5)  penalizing  the  bank  because  of 
lack  of  control  within  the  ComptroUer's  Office,  (6)  legal  doubts  over  whether 
we  could  reimpose  after  termination. 

ZZ,     During  your  interview  with  FBI  Agent  McMILLAM,  did  McMILLAH  ask  you  for  a 

copy  of  the  Agressent?   If  so,  what  was  your  answer  and  why? 

At     I  think  he  did  and  I  think  I  told  him  that  Mr.  LAMCE.  as  Chairman  of  the  Board 

of  Directors  at  Calhoun  First  National  Bank  had  requested  that  I  not  show  it 
to  hln  because  Mr.  LANCE  did  not  want  it  referred  to  In  the  public  hearing 
rscorda  of  the  confirmation  proceedings,  to  the  possible  detriment  of  the  bank. 

23.  When  did  you  write  your  letter  to  Secretary-Designate  BLDMEaTTHAL  and  what  was 

tb»   content  of  your  letter?       

Al  Copy  of  letter  s»q>plled. 

24.  What  vaa   said  in  yoiir  discussion  with  SCHAKFt'KR  on  Monday,  January  17,  1977, 

about  the  contents  of  the  letter  to  the  Comattea? '- 

Al  In  my  discussions  with  SCHAEFER  either  on  Friday  or  Monday,  we  discussed 

briefly  the  campaign  overdrafts,  family  overdrafts,  I  think  the  agreeaent 

and  the  necessity  for  my  expressing  an  opinion  as  to  Mr.  LANCE 's  fitness. 

25.  When  you  were  interviewed  by  the  FBI  Agent  in  Washington,  D.C,  did  the  FBI 
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AgeaC  ask  for  the  Agreement  and  what  did  you  rell  him  about  the  Agreement? 
A;   Please  refer  to  my  answer  to  question  No.  22. 

26.  On  December  30,  1976,  when  you  spoke  to  FBI  Agent  McMILLAN,  did  you  know  at 

that  time  that  the  FBI  had  been  offered  access  to  the  Agreement  by  the 

Regional  Administrator,  Atlanta^  and  that  they  had  refused  to  look  at  the 
agreement?      ' 

A:   I  don' t  believe  so , 

27.  Why  were  leaks  pertaining  to  LANCE  an  issue  in  December,  1976,  but  not  an 
issue  in  March  -  AprU,  1977? 

A:   I  had  frankly  forgotten  that  the  files  were  in  my  safe  and  would  have  had 
them  brought  back  to  their  normal  cabinets  earlier.   As  far  as  my  original 
purpose  In  having  them  placed  In  my  Office,  by  March  of  1977,  I  thought  that 
the  press  Interest  in  Mr,  LAHCE  was  over  with,  a  judgment  that  will  probably 
go  down  In  history  as  one  of  the  worst  ever  made. 

28.  Hhy  were  meetings  with  LAHCE  not  doctmented? 

A:   I  did  not  have  any  "meetings"  with  Mr.  LAHCE  at  wfalch  any  bank  natters  or 

other  natters  of  Importance  were  discussed.  My  sole  physical  contacts  with 

Mr,  LAMCE  nunbered  four. 

(1)  His  visit  to  our  offices  on  December  17,  1976,  at  2:00  p.m.  following  a 
speech  at  the  National  Press  Club.  As  I  stated  in  my  principal  affidavit, 
he  %ras  In  our  office  a  total  of  about  one-half  hour  accompanied  by  a 
Sacrat  Service  Agent  or  two,  and  Mr.  TABLETOH.  Most  of  the  tlse  was 
spent  In  showing  h-*"  our  new  electronic  CKT  tube,  showing  him  around  the 
offices,  saying  hello  to  some  previous  acquaintances.   I  was  not  with 
him  more  than  two  or  three  minutes  alone  at  that  time  and  no  business  was 
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^^^  A  lunch  at  the  Sheraton  Carleton  Hotel  on  Jam.p^v  in   1Q77  ,■,..^.^  t 

discussed  in  my  affidavit-in-chief.   There  were  no  bank  matters  or  other 

matters  pertaining  to  files  of  our  Office  discussed  at  that  luncheon. 
■ 1- 

(3)  An  accidental  encounter  at  Washington  National  Airport  on  my  way  to  a  ' 

meeting  in  Palm  Beach,  Florida. 

(4)  An  accidental  encoxjnter  at  a  Georgia  Bankers  Reception  on  a  date  shortly 
before  the  Inauguration. 

We  did  not  talk  about  any  matters  pertaining  to  files  maintained  in  our 
Office  at  either  of  these  two  chance  encounters . 

The  Washington  Post  article  of  September  1.  1977.  rplaring  my 

telephone  conversation  with  tfe .  Sidney  Smith  of  December  1,  197fi,  and  whirh 
according  to  the  article  Mr.  Moore  has  said  he  was  a  participant,  has  jogged 
my  memory  on  a  point.   During  my  conversation  with  Mr.  Smith  when  we  began 
to  discuss  the  description  of  the  enforcement  agreement  in  the  press  release, 
I  remember  suggesting  that  it  would  be  useful  for  Mr.  Smith  to  get  a  copy  of 

the  agreement.   It  was  my  distinct  understanding  during  my  subseqtient 

conversations  with  Mr.  Smith  that  he  had  obtained  a  copy  of  the  agreement 
from  Mr.  Lance  or  from  the  bank.   Since  Mr.  Moore  who  was  evidently  a  party 
to  the  conversation  and  a  law  partner  of  Mr.  Smith  was  a  member  of  the  Carter 
transition  team,  it  is  ray  assumption  that  the  contents  of  the  agreement_ were 
known  to  the  President-elect  or  his  immediate  staff  at  least  from  that -time. 
if  not  before. 
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I  hove  read  the  foregoing  statement  consisting 


.J}^ 


.  pages,  each  of  which  I  have  signed.   I  fully  \ 


stand   this  statement  and  it  is  true,  accurate  and  complete  to  the  best  of  my  knowledge  and  belief.    I  made  the 
conectlcns  shown  and  placed  my  Initials  opposite  each. 

I  made   this   statement    freely  and   voluntarily  without  any  threats  or_rewards,  or  promises    of  reward  having 
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Chairman  St  Germain.  Now,  Mr.  Bloom,  getting  back  to  my 
question,  I  have  a  problem  with  your  statement  in  that  knowing 
your  familiarity  with  the  Office  of  the  Comptroller,  the  fact  that 
you  indeed  assisted  in  drafting  the  Supervisory  Amendments  of 
1966,  it  would  seem  to  me  that  Mr.  Tarleton,  as  your  Regional 
Administrator  in  Atlanta,  should  have  been  consulted  as  to  what 
gave  rise  to  the  problems  at  the  Calhoun  National  Bank. 

Did  you  in  fact  consult  with  Mr.  Tarleton  about  the  purpose  and 
the  reason  for  the  agreement  being  entered  into? 

Mr.  Bloom.  You  are  talking  now  about  the  time  I  wrote  my 
letter  to  Senator  Ribicoff. 

Chairman  St  Germain.  Prior  to  writing  the  letter,  did  you  in 
fact  inquire  of  Mr.  Tarleton  or  Mr.  Selby,  in  your  Washington 
Office,  about  this  particular  agreement  that  had  been  entered  into 
and  subsequently  rescinded? 

Mr.  Bloom.  Yes;  I  did. 

Chairman  St  Germain.  Did  they  in  fact  inform  you  of  the  cir- 
cumstances that  led  to  the  entering  of  this  20-point  agreement? 

Mr.  Bloom.  Of  course.  From  the  agreement  itself  and  from  our 
files,  I  was  aware  of  the  problem  with  the  Lance-for-Governor 
campaign  overdrafts  and  the  family  overdrafts.  The  Governor  cam- 
paign accounts  had  been  in  fact  referred  to  the  Department  of 
Justice  in  December  1975. 

That  was  mentioned  in  my  letter  to  Senator  Ribicoff.  The  family 
overdrafts  were  handled  by  means  of  the  civil  remedy;  namely,  the 
enforcement  agreement,  which  was  entered  into  with  the  Calhoun 
bank  about  the  same  time,  in  December  1975. 

However,  the  files  I  had  available  to  me  didn't  have  as  much 
detail  as  you  have  there,  which  you  have  compiled  from  our  recent 
report.  That  took  5  weeks  to  assemble.  In  other  words,  I  knew  that 
there  had  been  family  overdrafts,  but  I  didn't  have  the  magnitude 
of  those  overdrafts  at  that  time. 

Chairman  St  Germain.  Let  me  ask  Mr.  Tarleton. 

You  asked  that  this  agreement  be  entered  into  because  of,  among 
other  things,  since  it  is  one  of  the  points  in  the  agreement,  I  think 
it  is  point  No.  5  or  No.  7,  and  you  named  the  members  of  the 
family  specifically  by  name,  that  should  not  be  allowed  any  over- 
drafts— not  even  1  day. 

So,  were  you  not  aware,  did  you  not  have  in  your  Office  an 
outline  of  these  overdrafts  in  1975? 

Mr.  Tarleton.  No,  sir,  we  did  not  have  anywhere  near  the  detail 
that  came  out  as  a  result  of  the  Comptroller's  investigation. 

Chairman  St  Germain.  Your  examiners  back  then,  when  they 
recommended  to  you  that  action  should  be  taken  at  Calhoun,  did 
not  outline  for  you  the  overdraft  problem  and  the  extent  to  which 
it  existed? 

Mr.  Tarleton.  The  overdraft  problem  was  well  documented  in 
the  examiner's  report  of  April  28,  1975.  It  was  not  documented  to 
the  extent  that  you  have  here. 

Chairman  St  Germain.  Now,  the  next  question  is,  Mr.  Tarleton 
has  stated,  and  in  the  agreement  there  is  a  requirement  that  a 
competent  manager  be  brought  in  for  that  bank,  correct? 

Mr.  Tarleton.  The  agreement  states  that  the  services  of  a  quali- 
fied senior  lending  officer  be  engaged. 
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Chairman  St  Germain.  Who  performed  that  function  prior  to  the 
agreement  being  entered  into,  that  of  senior  lending  officer?  Mr. 
Tarleton,  would  you  know?  Or  was  it  divided  amongst  managerial 
personnel? 

Mr.  Tarleton.  Please  understand  that  I  was  new  on  the  scene  at 
that  time.  I  could  only  make  an  assumption,  that  being  that  both 
Mr.   Lance  and  Mr.   Henderson  were  engaged   in  that  function. 

Chairman  St  Germain.  If  there  was  a  requirement  to  bring  in  a 
competent  senior  lending  officer  who  would  have  to  be  approved  by 
the  Regional  Administrator,  to  wit,  yourself,  that  was  in  the  agree- 
ment, correct? 

Mr.  Tarleton.  Yes. 

Chairman  St  Germain.  This  would  indicate  to  this  member  at 
least  that  there  were  problems  in  the  lending  policies  at  Calhoun 
National  Bank  and  that  the  officers  who  were  performing  that 
function  were  not  performing  it  very  adequately. 

Mr.  Tarleton.  As  I  explained  in  my  opening  statement,  there 
were  quite  a  number  of  loans  that  had  been  revealed  in  the  April 
1975  examiner's  report  that  were  of  a  rather  fixed  nature;  that  is, 
they  were  not  properly  structured  with  established  repayment  pro- 
grams designed  to  be  paid  from  known  cash  flow  or  income  sources, 
and  that  basically  was  the  primary  problem  in  the  loan  area. 

Chairman  St  Germain.  Let  us  look  at  the  rescission  of  the  agree- 
ment. 

Mr.  Tarleton,  you  say  in  your  statement  that  it  was  an  oversight 
on  your  part,  that  you  had  thought  about  rescinding  it  in  Septem- 
ber. However,  when  Mr.  Lance  came  in  to  see  you  in  November  to 
talk  about  the  fact  that  he  would  no  longer  be  the  chief  honcho  at 
the  National  Bank  of  Georgia,  and  then  he  left,  subsequently  it 
reminded  you  of  the  fact  that  that  Calhoun  agreement  had  not 
been  rescinded. 

Is  that  not  what  you  say  in  your  statement? 

Mr.  Tarleton.  Yes,  sir. 

Chairman  St  Germain.  You  state  you  did  not  discuss  it  with  Mr. 
Lance? 

Mr.  Tarleton.  That  is  right. 

Chairman  St  Germain.  Did  you  at  any  point  discuss  it  with 
anyone  else  during  that  period  of  time? 

Mr.  Tarleton.  Yes.  As  I  stated  in  my  testimony,  it  was  dis- 
cussed, both  with  my  superior,  Mr.  Selby,  in  Washington,  and  my 
regional  counsel. 

Chairman  St  Germain.  And  your  regional  counsel? 

Mr.  Tarleton.  Yes,  sir. 

Chairman  St  Germain.  From  whom  did  the  request  come  for  the 
rescission  of  the  agreement? 

Mr.  Tarleton.  There  was  no  request.  It  was  my  decision  based 
upon  the  banking  factors  that  were  prevalent  at  that  time  that  the 
agreement  had  fully  served  its  purpose,  and  its  continuance  was  no 
longer  required,  and  there  is  a  desire  by  me  when  imposing  any 
type  of  administrative  action  on  a  board  of  directors — in  fact,  this 
is  one  question  that  is  invariably  asked  at  the  board  meeting  where 
we  are  instituting  these  procedures:  "How  long  will  we  be  working 
under  this  agreement?",  or  whatever  the  administrative  action  in 
that  particular  case  is. 
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We  always  respond  to  that  by  stating  simply,  "Until  such  time 
that  we  are  convinced  the  board  of  directors  has  both  the  desire 
and  the  ability  to  operate  the  bank  in  a  sound  manner."  In  this 
case,  it  had  been  fulfilled. 

Chairman  St  Germain.  The  record  of  examinations  of  the  Cal- 
houn First  National  Bank  indicates  that  there  was  an  examina- 
tion— a  regular  examination,  April  1975,  and  then  a  visitation  in 
August  1975,  a  special  supervisory  in  October,  as  well  as  December 
1975,  subsequent  to  which  the  agreement  was  entered  into  in  De- 
cember 1975. 

Is  that  correct?  That  is  the  date  of  the  agreement. 

Mr.  Tarleton.  I  am  sorry.  Could  you  repeat  those  dates? 

Chairman  St  Germain.  The  dates.  April  28,  1975,  a  regular 
examination.  The  prior  one  had  been  July  1974.  A  visitation 
August  7,  1975,  which  is  not  an  examination,  correct? 

Mr.  Tarleton.  That  is  correct. 

Chairman  St  Germain.  A  special  supervisory,  October  1975,  and 
another  special  supervisory,  December  11,  1975. 

Now,  subsequent  to  that  December  11  the  agreement  was  entered 
into,  is  that  correct? 

Mr.  Tarleton.  No. 

Chairman  St  Germain.  Or  prior  to? 

Mr.  Tarleton.  Mr.  Chairman,  it  was  just  prior  to. 

Chairman  St  Germain.  Just  prior  to. 

Mr.  Tarleton.  Yes. 

Chairman  St  Germain.  OK.  Then  you  had  an  examination  in 
April  5,  1976,  a  regular  exam.  That  couldn't  have  shown  much 
improvement  because  you  didn't  rescind  the  agreement  at  that 
point,  correct?  There  hadn't  been  enough  time  to  make  a  determi- 
nation. 

Mr.  Tarleton.  I  would  say  that  is  a  fair  statement.  That  exami- 
nation did,  however,  show  significant  improvement.  It  also  showed 
substantial  compliance  with  the  provisions  of  that  agreement. 

Chairman  St  Germain.  The  next  is  October  28,  1976,  subsequent 
to  the  decision,  is  that  not  correct,  or  is  that  prior  to  the  rescission? 

Mr.  Tarleton.  The  rescission  was  on  November  22. 

Chairman  St  Germain.  That  means  there  was  a  visitation  memo- 
randum October  28,  1976.  Would  that  mean  the  visitation  occurred 
subsequent  to  the  rescission? 

Mr.  Tarleton.  The  visitation  was  prior  to  the  rescission. 

Chairman  St  Germain.  I  have  been  corrected  on  my  dates.  My 
staff  informs  me  it  is  October  28,  so  it  was  in  fact  just  prior.  There 
was  a  visitation  memorandum. 

You  say  no  one  from  Calhoun  called  upon  you  to  say,  "We  have 
complied;  we  have  eliminated  these  overdrafts  except  for  a  few  that 
nonetheless  occurred,  but  in  substance  we  are  complying,  so  why 
don't  we  give  thought  to  rescinding  the  agreement?" 

In  the  conclusion  of  the  agreement  I  have  read,  it  states  the 
rescission  will  be  by  mutual  agreement  by  the  parties  to  the  agree- 
ment. You  did  at  no  time  receive  any  request  from  anyone  at 
Calhoun  about  rescinding  these  agreements? 

Mr.  Tarleton.  I  did  not  directly,  but  I  am  not  aware  of  any 
requests  received  by  my  staff. 


Chairman  St  Germain.  Was  it  recommended  by  any  members  of 
your  staff  that  this  agreement  be  rescinded? 

Mr.  Tarleton.  No,  sir. 

Chairman  St  Germain.  Was  it  recommended  by  anyone  in  a 
supervisory  capacity  to  yourself  that  consideration  be  given  to 
rescinding  this  agreement? 

Mr.  Tarleton.  No,  sir,  but,  Mr.  Chairman,  if  I  might  at  this 
time,  this  is  an  area  that  was  delved  into  substantially  by  the  IRS 
inspectors  and  in  that  regard  I  did  give  them  my  affidavit  regard- 
ing this  very  matter.  It  might  be  appropriate  that  I  enter  that  into 
the  testimony  at  this  time. 

Chairman  St  Germain.  Without  objection,  it  is  so  ordered. 

[The  affidavit  referred  to  by  Mr.  Tarleton  follows:] 
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{j-.-i-i  S;.-5!es  of  A:i>:j:ico ) . 

.  Distcict  of  rn1»!n;b]%T      ) ' 


- T    rtn   C'i"~«'"'^'''"    <'~.''>1r)"-^<i    .=»"    Potrir^aT     ,V^T^o^.^•'-.>-^v»■^f^'^^    CC:_1g^     gi-^h    M,-.f-io>i-iT     pj^V 

4       r^-.io-|  T    V.^'/.^    ^°°^^    CO   oni^lrvyoH    .liry.^    <^p«-o-n>-^r^   9^    1Q7S , 

5 TH^<;  sl-a^-prynf   is  in  TvsconS"  l-o  r;ii^«:-M'r>ng  ^-,-ori  Hv  ?>-;sr^.    Sl-pnhon  Mjt'iVj 

(i      ■i-.H    .ToSn    ■T-lrT-^"^'   oF   t-^^    Tr^■^om^^     P^v>o-..k>.  <^v.r.>^       Tn<-ov->a1     g:^>-iirn-f-.>    nltn'cr^/^^ 

7     Tt  is  rrqrv-irqr)  ■•nth  the   PT^aatssf  armir^rv  nn^siMo   frvo  rr^fr^r^r^   f-Viorv  h<»ir>>r  it>- 

B    ^y^^T^^^^■^■'  ^'ori;T^n-)-nriVn  a'^ai'iahlp  for'  T>oFoi-o.^f>a. 

9 Ajqs^ions  t'r?r^  Txp^^erl  relalrivg  tro  an  agTy?°"qnt  t'h^.i'  '.jas  entPTVci  iritTo  Tv>tw-aqn 

10  the  CCC  pnd  tha  O-Ihoun  First  r  rational  PanV,  ral^o^Jn.  Peorg^ia. " 

11 Shortly  after  assuming  my  present  C.tjties  as  Hafdonal  /\dndni5tratop  of  National 

12  ^-inVs.  Si-rt-b  '>.riona"i    P-=inV  noCTion.  V'"a^V!;^T^^^^='rf=.'^  5n  Ai-t^nt-^,   Fporcriji,    T  Tv.r3r-^ 

13  --'-ars  of  certain  deficiencies  in  subject  hanV.     Tnese  cjxrs  to  me  from  tt-ia  sonrc^n: 

14  f1)     an  inve5ti«:dtion .  includig^  dapositicns,  into  the  accountinr;  for  ca;nytip7'. 

15  cQ-iln'iNjtion?  involving  '!r.   T.   Pertram  lancf;  ar.-j  his  I'vace  for  the  eitN'matorial 
15  election  for  "^orrcia.     Tnis  investigation  had  been  essentially  conoleted  and  hnd 

17  ijicluded  niembers  of  tiie  Frtforcemsnt  and  Co:aclianse  division,  V'ashington,  T^.C. 

18  office.     Pecaijse  of  tinin?:  I  had  no  invclvenent  other  than  r^eview  of  some  dncuTcnta 

19  tion.     (?)     the  rg-y)rt  of  e>:a.ianation  cornrer.ced  A:>ril  2g.  1975  conducted  h'/ 

20  P.ichard  T.   ?:e--.'ell,  v.'hich  to  n?/  recollection  contained  several  larfje  protracted 

21  overdrafts  to  insiders,  a  large  volura  of  loans  that  Kcre  not  properly  stnictijred 

22 '-'ith  definitive  reoavnent  profa'aT-s  based  upon  established  or  kno-.n  sources  of 

23incorE,  and  as  I  re-emher,  it  also  contained  criticisn  in  other  areas  of  internal 

24  control  .ani  rTocod-c^e.     This  v.-as  nv  first  enco.mter  '.vith  insider  problems  in 

25  this  ng.ty.itude  and  I  entered  into  discussions  ■■■-•ith  the  Flnforcement  and  Comnliance 
25?^ction  over  anniripriate  artnlnistrative  action.  The  result  v:as  a  forr:v=il  ap^-'enent 
27 -..■~„.-,.,^  -tr^  --•■.-.  c-ir,-^^.^;--.?    Tn-^i-iit^'^-.s  S';-v^rviT-o-^'  f-ct  "f  l^oR  '■'hich  vas  '^nr>?r-"! 

Fo-o,   231 1  IMev.  9.751  (  \        {\\\  f)  X  0  (^  De,v.r«-ert  o(  .h,  Tre.^<s..ry  -  Internal  fl^v^.u,=  S..v„ 
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AffidA^dt  of  TXJSALD  L.  rAJilSiXXi 

into  on  rtce.T>er  2,  1975  >--et--^en  fr-   rOHrd  of  Pirectors  of  subject  l)an:c  and  the 
OCC  through  authority  '/ested  in  sh  h-/  then  Ctanrroller  of  the  Currency  Jaras  E. 
Sni-a*.     This  vas  acoorolished  at  a  called  board  iDe^ir\r.  held  in  ly  office.     Ihe    " 
board  <«s  recentive  to  th^  corrective  -eas-jres  arid  indicated  an  intent  to  conply 
fiilly  vrith  the  orovisions  of  the  agrsensnt- 

As  I  recall,  there  ^hs  s-jbstantial  cotoliancs  ivith  the  agreeinent  to  the  end 
that  insider  overdrafts  v:=re  eventually  stopr^ed  and  an  experieaiced  lending  officer 
\issTnxrid  from  one  of  M^  Atlanta  hanJs  tgr>?ir""T/^  rr-^r^"  sm-r-nTn'og  of  loans. 
The  end  result  of  tSiis  administrative  action  ^«s  a  turnaround  in  the  affairs  of 
the  bank  and  alttKiugh  only  !>UOOM  of  the  requested  S525:-?  vjas  siicoessfully  sold, 
adequate  capital  protectiCT  v.-as  achie'/ad.     Classified  loans  began  a  clear  trend 
of  de5;cent.     Ihese  natters  -.^-ere  con^/eved  to  ne  through  nonthly  reports  hy  the 
bank  and  hy  telephora  calls  froa  ?tr.  Y.  A.  I^-idsrson  of  subject  t«nk,  and  hv 
Sspteniver,  1975,  it  was  rr/  judgFTEnt  tivat  ranagenant  had  attained  ir^jrovejnent 
in  the  criticized  areas,  rs^ating  the  nesd  to  continue  vri.th  the  ajrresjnp.nt. 

This  was  the  subject  of  a  telephone  conversation,  probably  initiated  on 
some  other  subject,  with  First  Dsouty  OocEtroller  of  the  Currency  H.  Joe  Sslby  . 
in  Septerfcer,  1976.     Vfe  discussed  the  bank's  progress  a-id  both  felt  the  agree- 
Eient  had  served  its  purpose.     A  visitation  at  the  bank  had  already  been 
scheduled  to  take  place  in  October  and  I  suggested  v-e  await  its  results,  and 
if  tJie  -hanking  factors  justified,  v.-b  v.ould  release  tJie  agreenjent.     He  agreed 
with  this  suggesticxi.     I  do  not  recall  any  other  details  of  the  ccHiversation. 
This  bank  vas  niy  assigned  respcjisibility  and  I  do  not  recall  ha^/ing  consulted 
with  anyone  in  ny  office  about  it.     I  also  do  r>ot  recall  having  re'viet-ied  any 
OCC  records,  other  than  those  rentior.ed,  except  capital  increase  docun^-nts 
and  bank  correspondence  in  rakirig  tiiis  jud^snt. 
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Affidavit  of  DO'IALn  L.  TARLTTON 
P^7.e  3 

The  visitation  rep^^^  "as  received  on  ffovember  2,  1?7B  and  reflected 
jjnnroveriant  in  criticized  areas  vdth  no  hint  of  reversing  bacJ-c  to  their 
old  •/•ays  of  doing  business. 

'Jhen  placing  any  form  of  administrative  action  upon  any  bank,  one 
question  invariably  asked  is ,  how  long  will  this  action  ranain  in  place? 
nirectors  are  always  told  by  nie  that  it  must  reriain  in  place  until  we  are 
convinced  they  have  both  the  ability  and  desire  to  operate  their  bank 
soundly  and  properly.  Cnce  this  is  dsmonst^^atecL.  the  document  serves  no 
purpose. 

On  itoveirher  ?.,  1975,  the  visitation  report  of  the\CaIhoun  bank  by  A. 
liee  was  received.  I  reviewed  it  and  detenrinad  the  bank  had  Jnet  substantial 
crarsjliance  with  the  articles  with  the  exception  bein?'.  the  injection  of 
$B25'I  in  caoital.  I  do  not  recall  whs>n  I  revie-./ed  this  visitation  report. 
Based  on  this  report  and  m/  prior  kno-^'ledse  of  the  bank's  conditions  explained 
above,  I  felt  the  agreeirent  had  served  its  purpose  and  it  should  be  ren»3ved. 

On  ftove-iiber  16 .  1976  I  drafted  a  nsrorandiEi  to  the  file  and  letter  to 
the  Board,  the  contents  of  '■;hich  were  to  coTiplLient  them  for  their  progress, 
urge  correction  of  the  violation  of  12  ".S.r.  29,  mention  the  renvaining  unsold" 
caoital  stock,  pursuit  of  which  apc^arz  unnecessary  because  of  adequate  ratios 
and  likelihood  of  bondLng  claim  settleisnt,  and  request  a  ccs\tinuation  of 
monthly  rerorting  as  is  custoiMry  on  all  banks  with  classified  assets  in  excess 
of   5  of  gross  capital  fund'^.  As  I  recall,  the  12  n.S.C.  29  violation 
involved  the  retention  beyond  the  pemissihle  statutor"/  period  of  a  fomer 
bank  building.  TT.ese  are  historicallv  difficult  to  dispose  of,  particularly 
in  s.-nall  ta-.-ns,  and  is  not  considered  to  be  of  a  serious  nature. 
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/.ffid-ivit  of  rCN.ALP  L.  T.^PiETO:; 

The  question  has  been  raised  as  to  v.ny  no  irention  v;as  made  of  the 
decision  to  release  the  agreerent  in  the  Movarher  16 ,  1975  insniorandum  to 
the  file  and  letter  to  the  Beard.  I  have  no  exolanation  with  re;;aixl  to 
the  rvaTorandian  and  don't  feel  the  letter  to  the  Board  should  have  properly 
contained  a  reference  to  it. 

To  the  best  of  nx/  recollection,  there  vas  nothinR  significant  occurr>ed 
with  regard  to  the  Calhcjn  hank  bef-iesn  T'overiber  15  >  1976  and  MoVember  22, 
1976  to  lead  to  the  release  of  the  agreement. 

1  do  not  knot-j  why  and  can  only  SDeculate  on  the  reason  for  not  releasing 
the  agreernent  on  Moverier  16,  1975.  This  period  was  one  of  the  most  hectic 
of  m>/  career  and  pnjbably  for*  the  CCC.  Tne  Si:<th  Region 


It  is  visibly 


understaffed  (recently  recoeiized  by  the  I'a'shin.r^on ,  P.C,  .office  in  adiustinr. 
ceiling  allocations) ;  ^.e  vere  tryijig  to  scueeze  in  vacations  of  executive 
personnel  before  year-end;  ve  were  LTplert^enting  new  examnation  procedures, 
new  corporate  procedures,  regional  N3SS  Personnel  and  procedures;  and  through- 
out this  period  responding  to  nuTsrous  V.'ashington,  D.C.  office  questionnaires 
whidi  required  tLtied  respcnses.  Because  of  these  factors  and  travel  require- 
nents  (v;hich  included  atrendance  on  a  panel  discussion  in  Columbia,  South 
Carolina  on  November  17,  197S)  rany  orojects  could  not  be  completed  on  a 
timely  basis  and  interruptions  during  projects  were  the  rule  rather  than  the 
exception. 

On  Movenl^r  22,  1975,  the  agreemsnt  '■■:?.'i   finally  released  by  me  and  1 
have  been  asked  f)  describe  the  events  of  that  day.  f^itional  Ffemk  of  Georgia 
President  I^wce  had  arrar.^^d  '.ri. th  n?/  secretar/  for  an  appointment  after  lunch. 
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Affidavit  of  noriALO  L.  TARLCTON 
Paf.e   5  * 

Ks  arrived  after  havinf.  attended  sorre  civic  club  lunc'ieon  across  the  street 
frxxn  oar  office.  The  purpose  of  his  visit  was  to  advise  on  a  confidential 
basis  that  Fresident-«»lect  Carter  had  selected  hin  to  be  Ors  Director  in 
the  new  administration  and  to  advise  of  plans  for  management  successicai  at 
nor;.  He  said  that  'tr.  King  Cleveland,  who  had  recently  retired  and  become 
a  consultant  with  Cbopers  and  Lybrand,  had  agreed  to  return  as  head  of  NBG 
until  a  permanent  replacernent  could  be  found.  F^  further  stated  that  he 
would  probably  have  to  dispose  of  his  shares  in  IIBG  or  place  them  in  some 
kind  of  trust  arrangeirsnt.  There  vaFi   some  conversation  about  the  role  of 
C»-B  Director  and  similarities  bett^Jeen  that  position  and  head  of  the  Department 
of  Transportation  of  Georriia,  a  post  he  had  held  earlier.  He  then  left  the 
office. 

The  question  has  been  raised  as  to  whether  ?tr.  L^nce  requested  release 
of  the  a,o;reerrent  •  He  did  not  on  that  or  any  other  date  request  release  of 
the  Calhoun  agreenent.  In  fact,  I  do  not  recall  him  ever  discussing  anything; 
relating  to  Calhoun  subsequent  to  the  execution  of  the  agreement. 

Tb  the  best  of  my  recollection,  no  one  from  the  Calhoun  bank,  the  OCC, 
ly  requested  r^leaseJof  the  ag 


7 


or  any  representative  of  !tr.  lance,  verbally  requested  release Jof  the  agree^ 
ment . 

I  cannot  recall  the  reasons  why  I  then  decided  to  take  action  on  the 
Calhoun  bank.  I  do  not  recall  if  the  papers  drifted  to  the  to?  of  the  work 
pile  on  m/  desk  or  if  'V.  Lance's  visit  served  as  a  reminder.  V/hatever  the 
reason,  I  decided  to  take  action  to  remove  the  a.tpresrfint. 

later  this  day  I  had  a  conversation  with  -Regional  Counsel  H.  Gary  Pannell 
regarding  releasing  of  the  Calhoun  agreerent  to  be  sure  of  my  authority  to  do 
so..  He  advised  that  I  did  have  that  authority. 


ii£<:it>. 
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Affidavit  of  mWUl  I,.  TAPI^'uM 
P^Z^   6 

The  Inspectors  advise-i  that  it  has  been  allegcrl  that  we  (Pannell  and  I) 
also  discussed  the  earlier  release  of  an  a,7reer\;nt  on  the 

I  vaguely  re.Tenber  such  a  conversation  but 
cannot  swear  to  its  taking  olace  on  "over^er  22,  137S.  The  point  of  this 
conversation  apparently  \:a3  that  release  of  the      ,  agreement  caused 
anxieties  to  t-Ir.  Robert  SerLio,  Director  of  the  Kaforcenent  and  Complianca 
Division,  who,  I  nor-;  know,  desired  '.vashington,  D.C.  concurrence  in  such  action. 
Allegedly,  Serine  instructed  Pannell  that  only  the  Comptroller  had  the 
authority  to  reirave  afireef:^e^ts .  I  do  not  recall  Pannell  infonninCT  ms  of  these 
instructions.  Vfiatever  discussion  I  had  with  Pannell,  vjhenever  it  occurred, 
had  no  bearing  on  mv  actions  regarding  the  agreeroent.  nevertheless,  1  again 
discussed  this  ratter  with  '•'r.  Selby  vho  is  iriy  iinrediate  superior  in  V/ashington , 
n.C,  to  orally  relay  to  hi-n  the  results  of  the  visitation  and  seek  his  con- 
currence in  the  release  of  the  agreerer.t.  y°   a,f,ain  conciapred  in  the  agreexent 
having  served  its  purpose  and  to  its  release.  The  Inspectors  have  asked  that 
I  stress  the  reasons  for  r^j  conversations  this  date  \Jith  tfessrs.  Pannell  and 
Selby.  I  do  not  recall  wriich.of  the  conversations  took  place  first.  It  vras 
simply  to  reinforce  my  ^udspent  and  gain  concurrence  in  the  legal  and  baaking 
factors  involved.  Both  of  these  conversations  v>ere  a  long  tiine  ago  and  I 
reirember  only  generalities  fran  them. 

My  decision  to  release  the  agresrent  '.'as  based  upon  the  improvements 
noted  in  the  A.sMey  Ijp.e  visitation  reoort  and  rpnthly  reoorts  from  the  bank. 

I  do  not  re-nember  discussing  the  xxissible  release  of  the  agreernent  with 
anyone  other  than  -tr.  Selb/.xv,\  ^-.   ?-"•>!  *^  AiUr.'V^i  A..e.  \^ 
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Affidavit  of  nOMMD  L.  TARL5T0M 
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I  asked  Pannell  to  draft  the  letter  effectin.^t  release  of  the  agreement, 
v.Mch  he  did.  It  i.'as  executed  and  railed  t'ith  copies  to  the  Vrashin^ton,  T>.C. 
office.  I  requested  a  notation  be  made  on  the  copies  making  reference  to  iry 
telephone  conversation  wth  ^i*.  Selby.  Tnis  i/as  for  the  purpose  of  documenting 
his  concxjrrence.  I  do  not  recall  that  there  was  any  special  urgency  to  get 
the  letter  out  that  day  (November  22,  197S). 

The  Inspectors  have  questioned  why  release  of  the        agneement  was 
not  handled  in  identically  the  same  manner  as  the  Calhoun  agr^eement.  The 

problems  occurred  prior  to  my  arrival  in  Atlanta  and  the  agreerient  was 
executed  prior  to  ny  arrival.  File  docurasntation  indicates  that  by  early  in 
197S  sufficient  control  had  been  acquired  by 

to  remove  ,  from  vfiojn  the  agreement  was 

apparently  designed  to  protect.   The  placed  new  management 

in  charge  and  improved  the  condition  of  the  bank.  In  a  memoranduin  to  the 
file  dated  April  l^,  197G,  PRA  Frank  referred  to  the  change  in  o-v.Tiership 
and  improvement  in  condition  citing  a  need  to  review  the   agreement  in  order 
to  determine  v/hether  tJie  bonk  can  be  released.  In  a  subsequent  memorandum 


of  Augast  24,  1975,  DRA  Fasbender  alludeO  to  the  saiie  factors  and  indicated 
the  agreement  has  served  its  purpose  and  is  no  longer  necessary.  He  recommends 
termination.  Through  a  brief  note  T  instructed  Flegional  Counsel  Pannell  to 
draft  an  appropriate  docu-:Tsnt  to  release  the  agreement.  He  did  so  under  date 
of  September  23,  197f>,  and  I  signed  it. 

The  difference  in  hanrUing  seems  to  be  in  the  case  of       ,  lack  of 
telephone  concurrence  from  V.'a'shijigton ,  P.C.,  and  rt:cOTmendations  from  the  riRA's. 


lJ£-6k 
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■  ,'iffidavit  of  r^l'AU)  L.  TAP-LETai 
Pace   8 

I  c£innot  s-.-ear  there  ibs  no  telephone  contact  with  '.lashinEton  either  by 
myself  or  anyone  else,  but  I  do  not  recall  it.  n^>A. opinions  eiranate  from 
routine  handling  of  incoming  correspondsnce  on  a  hank  that,  if  memory  serves 
comsctly,  v-as  charged  to  PRA  Frank,  not  rnvself .  Tne  banking  factors  in  each 
case  are  ver>'  different  vd.th      ■;  being  nore  a  case  of  protecting  the  hank 
against  something  that  no  longer  exists. 

These  differences  are  in  irty.'  view  minor  and  irvay  be  attributed  either  to  try 
inexperience  in  such  matters  or  to-  lack  of  a  definitive  OCC  policy  or  both. 

The  question  has  been  raised  as  to  mv  justification  for  the  method  of 
liftinp  the  a.greenient.  At  that  time,  vn^itten  instructions  peartraining  to 
the  procedures  for  lifting  of  agreements  did  not  exist  and  I  do  not  recall 
being  aware  of  the  instructions  vihich  had  allegedly  been  transmitted  to 
Pannell  frorn  Serine.  I  felt  rr/  retho<i  was  rifht  and  mv  iudjTr^ent  was  rein- 
forced by  iiT-/  Rep.ional  Coaisel  and  irr^  inrediate  sunerior.  First  Deputy 
Cbrnntroller  for  Operations,  H.  Joe  Selby. 

The  question  has  been  raised  as  to  t;hether  :'r.  I^ince's  nev/  position  had 
anything  to  do  viith  the  decision  to  release  the  agreerent.  It  did  not.  I 
v.'ould  have  nothing  to  gain  since  I  have  never  aspired,  and  in  fact  would  prefer 
to  avoid,  any  position  in  '••ashington ,  D.C,  OCC  or  othen/ise,  nor  to  becanijig 
RA  in  any  "monev  center"  region  (vJhich  would  norrrally  be  considered  a  proro- 
tion).  Ifeither  lould  there  be  monetary.'  incentives  since  I  am  already  GS-16 
and  such  a  change  vrould  not  likely  irorove  that.  Pelocating  xTOuld  only  be 
costly  and  lower  m-/  present  standard  of  living  bv  going  to  a  higher  cost  city. 

The  que.stion  v.-as  raised  as  to  whether  ''r.  lance  ever  offered  me 'a  position 
in  OfB.  Tlie  ans-^.-er  is  negative.  I  do  not  recall  suggesting;  the  names  of  a.nycne 
to  ?tr.  Lance  for  any  position  in   the  Federal  Povemment. 
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■  Affidavit   of  nOMAU)  L.  TARLEHOM 
Paee  9  ■ 

The  question  was  raised  as  to  vhather  I  have  ev^r  had  a  conversation  v.'ith 
J'jclge  Sidney  Smith.  I  do  not  recall  any  such  conversation  or  having  ever  heard 
of  hijn. 

The  question  has  been  raised  as  to  whether  I  had  received  instructions  from 
or  had  any  discussions  with  anyone  in  the  OCC  riegartiing  any  actions  taken  in 
tliis  natter  as  a  result  of  'tr.  Lance's  appointTT«nt.  I  do  not  recall  any  such 
instructions  or  discussions  and  feel  sure  none  were  received. 

The  question  was  raised  if  this  action  v;as  taken  in  any  vray  to  preclude 
enharrassment  to  "r.   lance  or  preclude  any  public  disclosures  of  the  fact  the 
agreement  existed.  I  respond  negatively.  This  is  supported  by  my  disclosure 
of  it  to  an  agent  of  the  Federal  Bureau  of  Invastij^ation  who  was  conducting 
an  investigation  for  purposes  of  the  upccning  confixmation  hearings  on 
'^.   Lance. 

Soretima  d'jring  the  t-ieek  of  Peceriher  26,  1976,  while  I  vras  en  annual 
leave,  I  received  a  telephone  call  froni  Tteputy  Regional  /Vininistrator  Lou 
Frank  indicating  that  an  FBI  agent  desired  to  ireet  with  me  as  a  part  of  his 
investigation  of  Kr.  IxUice.  Tfr.  Frank  and  I  met  with  him  that  aftemcon  in 
TS;.  Frank's  office  and  responded  to  his  questions.  Ke  was  advised  of  the  nature 
and  iMgnitude  of  the  proMnmr;  at  the  Calhoun  bank,  of  the  reirsdial  action 
taken  by  the  CCC  in  securing  an  agree-ant,  of  the  jjirorovefrent  in  its  affairs 
and  the  subsequent  release  of  the  agresnent.  To  the  best  of  my  recollection, 
he  asked  about  whether  such  practices  were  .usual  or  unusual  to  which  I  re- 
STXDnded  that  insider  overdrafts  and  illiquid  loans  seem  to  ba  fairly  coiimDn 
in  rural  f^eorpia,  hut  that  I'e  do  not  condone  such  practices  and  take  vjhatever 
action  is  deen^^d  neces'^ary  to  effect  comjction  whenever  we  become  av;arc  of 
such  practices. 


Ojsi£<J£ 


96 


■  Affiddvit  of  ro:y..Ln  L.  TARIirrO'; 
Page  10 

He  questioned  our  ocinion  as  to  ■ 'r.  L^rca's  qualifications  to  serve  as 
Director  of  (VJR.  As  I  rersrhsr,  I  told  hin  that  I  knew  of  very  little  about  the 
requirements  of  that  office  and  scrrKthing  to  the  effect  that  ftn.  Lance  appears 
to  have  strengths  in  conceptualizing  and  ccriTunicating  and  to  the  best  of  my 
kno(.;ledfie  served  v.-ell  as  head  of  the  I^epartrrsntnent  of  Transportation,  although  I 
vsas  not  hers  durin^  that  alTonistration.  Ke  v;as  also  active  in  reorBanizinf;  the 
ffeorge  State  Govemnent.  I  believe  that  I  Indicated  him  not  to  be  a  sophisticated 
lender  or  banker  and  '-"as  not  a  "detail  iran. ' ' 

I'm  quite  sure  I  offered  the  agent  an  opportunity  to  view  the  documents  and 
he  declined,  indicating  that  he  was  very  pr>essed  for  tiine  and  had  to  turn  in  his 
report  that  day. 

I  have  a  vague  recollection  of  a  telephcrs  call  from  the  OCC  in  V.'ashintrton , 
DjC.,  possibly  fr«n  "r.  Bloc.ii,  at  least  several  days  nrior  to  the  above  descrihed 
meetinc  indicatin.",  that  an  FBI  agent  vxi'jld  vn'sit  the  regional  office  for  the  ahove 
expressed  purpose  and  gi».nLng  instructions  to  disclose  v.hatever  inforraticn  vras 
sought. 

I  have  been  asked  to  explain  to  the  ertent  possible  the  subject  natter  and 
conversation  of  the  follCTar.g  meetings: 

9-3-75  ?-*essrs.  T.  Eertr>2ni  Lance  and  King  Cleveland 

Prescheduled  anpointisnt  in  my  office  to  introduce  themselves  and  welcoTie  me 
to  Atlanta.  (Tnis  was  ny  second  day  in  office.   I  was  deluged  with  such  visits 
during  mj'  first  month  or  so  in  Atlanta.) 

9-22-75  Messrs.  Lance  end  Y.  A.  Henderson  r^t  i-'ith  r,PA  Fasbender  and  myself. 
This  was  at  their  rr^nurast  and  I  ccn  only  nsr>ur?e  it  dealt  v.-ith  the  Calhoun  bank  in 
some  way. 


P'ffi 


97 


Affidavit  of  Wr'AU)  h.   TARLTTO:! 
■PciK<>  11 


10-24-75  Messrs.  Lance  and  Cleveland  -  I  do  not  recall  whether  anyone  else 
fix)ni  my  office  attended  (which  is  likely)  nor  the  subject  n-.atter.  This  may  have 
dealt  Kith  general  conversation  over  their  plans  to  increase  capital  in  NBG  and 
apply  to  the  Federal  Reserve  Board  for  permission  to  establish  a  holding  company. 
It  was  their  intent  to  gradually  achieve  statewide  expansion  through  the  holding 
company  vehicle  pursuant  to  a  recently  enacted  state  statute  making  this  possible 
beginning  July  1,  1976. 

12-1-75  Meeting  or  telephone  call,  probably  meeting  -  To  advise  Mr.  Lance  of 
our  intention  to  enter  into  an  agreement  the  following  day  with  the  Calhoun  Board. 
This  course,  which  was  concurred  in  by  the  Enforcement  and  Compliance  Division, 
was  believed  to  be,  and  turned  out  to  be,  good  strategy  to  the  execution  of  the 
agreement  and  a  cooperative  attitude. 

12-2-75  A  meeting  with  the  Board  of  Directors  of  Calhoun  First  National  Bank 
Jfor  purposes^f  entering  into  an  agreement  for  correction  of  existing  deficiencies 
in  the  bank. 

3-1-76  Luncheon  meeting  at  Davis  Bros.  Restaurant  with  Mr.  Lance  end  Regional 
Counsel  Pannell.   I  don't  recall  the  specific  subject  matter. 

4-16-76  Luncheon  at  Commerce  Club  Messrs.  Lanes  and  Cleveland,  NBG;  Jack  Dunn. 
Georgia  State  Commissioner  of  Banking;  Monroe  Kimbrell,  President,  Federal  Reserve 
Bank  of  Atlanta;  and  I  think  but  not  sure,  Lewis  Beazley,  Regional  Director  of  FDIC. 
Purpose  to  effect  an  introduction  betiveen  Dunn  and  myself. 

5-13-76  Meeting  between  Mr.  Lance  and  nyself.   I  don't  recall  if  anyone  else 
from  my  office  attended  nor  do  I  remember  the  subject  natter.   It  could  have  been 
the  faltering  Mercantile  National  Bank,  Atlanta,  Georgia,  who  had  contacted  NBG 
along  with  others  as  a  pos^ble  nurcliasej 
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■on  fh^^-ir 


3    f^nhiT^    ■inr-livlinrr   ^.,-fn-.-.v»  ofF^^f-,     fi'n^'i-T'?; 


rM~-.h1om  ^<;<;o1-s.  pnhlio  rpapi-^ 


4     fr-n  ■h>i<»    n^w1;>   .-^r-nj 


■^H   Kr Jn^-^'^a^; ,    o-fr  - 


5 0-?V7'-,    [M-r- 

6  was  ronr^ra"!   cJlgrii^<;'"on  on. 


:it>i  '-r.   Mnce  and  "r.   Tanp.eli   of  t:t/  offico.     A?  T  l:v;rr^n   th->r^ 


"r^orcr:\ir: 


or^  a>  th^v  hav-q  aff^rtpfi  Al-1,Tnm  pn^  J 


7  renvsmher  sr>qcificall\'  f.r.   lance  advisin:^  iis  of  t^^  r.prio:i-^  (iifficulties  and  1ik<>7Y 


9  fteorjTJa. 


I  do  not-  Tipn^n  l-avi^g  nn'>  ronv°r-°r;tion  ^■^^■^h  >?^E  A^^Ip^^  Tpp  pithoi-  PT'inr'  1-r>  nr' 


'»1  follCT-driF  >iis  October  ??i.  193S  visitatioa.     Thers  v-as  no  attemot  on  linr  T>a37t  to  in  any 
IZt-.-av  influence  tbe  •results  of  his  vis.it a-jrion.        , - 


13 I  do  not  Icnof-.'  ths  narss  of  anvone  xJho  served  on  the  Car-ter  Tragsacti-on  Tfiarn  and 

14(lid  not  receive  anv  corminication  frr>m  anvone  Diur-nor^-jng  to  be  on  said  team.         XQlQ 
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I  hnve  read  the  foregoing  s(ate.~er'  consisting  o5  _ir>_^  pages ,  each  of  which  1  h^ve  signed.  1  fully  under- 
stand this  statement  and  it  is  true,  cccurste  and  cciTiplete  to  the  best  of  my  kno.vledge  ond  belief.  1  made  the 
corrections  shown  and  placed  ir.y  initials  cppcsite  eoch. 

I  made  this  staternent  freely  and  voluntarily  v.ithout  cny  threats  or  rev/ords,  or- promises  of  levvord  having 
been  mode  to  me  in  return  for  it. 


Subscribed  and  sworn  to  before 
day  cf      /?UCi''ir 
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Chairman  St  Germain.  You  stated  in  your  presentation  to  the 
subcommittee  that  you  didn't  discuss  the  rescission  agreement  with 
Mr.  Lance  and  you  are  teUing  us  now  you  didn't  discuss  it  with 
him  or  with  anyone  else  and  there  were  no  contacts  with  you 
directly  by  anyone  in  Calhoun? 

Mr.  Tarleton.  It  was  not  discussed  with  anybody  connected  with 
the  Calhoun  First  National  Bank.  As  I  mentioned  in  my  testimony, 
it  was  discussed  on  a  prior  occasion  in  September  1976,  with  my 
superior,  Mr.  Selby.  He  concurred  that  the  banking  factors  in- 
volved in  this  certainly  justified  rescinding  the  agreement.  On 
November  22  I  again  discussed  this  matter  with  Mr.  Selby  and  he 
again  concurred  that  it  was  appropriate  based  upon  the  banking 
factors  involved. 

Chairman  St  Germain.  In  your  affidavit,  you  say  you  were  a 
little  upset  by  the  fact  you  were  not  informed  of  the  rescission  of 
this  agreement. 

Mr.  Bloom.  I  was  very  upset.  I  don't  usually  lose  my  temper 
around  the  office,  but  I  did  that  day. 

Chairman  St  Germain.  As  a  matter  of  fact,  you  did  give  consid- 
eration to  rescinding  the  rescission? 

Mr.  Bloom.  I  gave  very  serious  consideration  to  that,  Mr.  Chair- 
man, but  I  concluded,  after  reviewing  the  facts — in  other  words, 
the  progress  of  the  bank  to  that  date,  and  also  the  legal  situation — 
this  was  an  agreement;  it  wasn't  an  order — there  was  some  ques- 
tion of  Mr.  Tarleton's  authority  though  I  felt  very  strongly  he  did 
not  have  it,  and  Mr.  Selby  didn't  have  it  either,  but  it  was  an 
agreement  and  under  the  color  of  their  authority  they  agreed  with 
the  Calhoun  bank  to  terminate  it,  so  I  had  a  real  legal  question  as 
to  whether  I  could  reimpose  it. 

In  any  event,  the  facts  shewed  that  if  I  had  a  bank  in  the 
condition  the  Calhoun  bank  was  on  November  22,  1976,  I  would  not 
have  imposed  any  agreement  on  it.  It  had  made  substantial  im- 
provement. However,  that  is  not  to  say  I  would  have  consented  to 
this  action  because  you  have  to  draw  a  distinction  between  lifting  a 
supervisory  remedy  once  imposed  and  putting  on  that  remedy  in 
the  first  place.  After  all,  you  know,  we  had  these  overdrafts  occur- 
ring in  minor  amounts  in  Calhoun  in  1973  and  1974,  but  it  wasn't 
until  this  really  built  up  in  1975  that  we  thought  we  would  come  in 
with  this  agreement  and  finally  put  a  stop  to  it. 

The  condition  in  November  1976  was  substantially  clean.  It  was 
not  a  situation  where  I  could  impose  an  agreement  or  would  even 
think  of  imposing  an  agreement,  but  I  did  not  agree  or  have  any 
advance  notice  of  this  action.  I  was  frankly  angry  about  it  for  two 
reasons: 

First,  personal.  Mr.  Selby,  I  felt,  had  really  sort  of  challenged  my 
authority  as  Acting  Comptroller  by  doing  this  without  my  consent. 
I  couldn't  understand  that. 

Second,  I  knew  how  that  would  look  to  the  press.  Here  we  have 
an  agreement  on  November  22  being  terminated  and  Mr.  Lance 
being  named  in  the  next  few  days  as  a  high  Government  official.  I 
have  been  in  the  Government  for  17  years  and  I  know  a  little 
about  political  sensitivity,  I  hope. 

Chairman  St  Germain.  Mr.  Tarleton,  have  you  imposed  any  type 
of  agreement  on  other  financial  institutions  either  in  your  present 
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region  or  in  the  region  where  you  were  administrator  prior  to 
coming  to  this  particular  region? 

Mr.  Tarleton.  I  have  had  occasion  to  impose  some  on  national 
banks  in  my  region  subsequent  to  the  imposition  of  the  Calhoun 
agreement.  In  my  prior  experience,  no,  sir,  I  have  not. 

Chairman  St  Germain.  Are  any  of  these  still  running,  without 
naming  any  banks,  any  banks  upon  which  you  have  imposed  this 
type  of  agreement?  Are  they  still  under  the  agreement  with  the 
Comptroller's  Office  ? 

Mr.  Tarleton.  Yes. 

Chairman  St  Germain.  For  what  period  of  time  have  these  insti- 
tutions been  under  these  agreements? 

Mr.  Tarleton.  I  will  be  happy  to  try  to  answer  your  question  but 
before  I  do  I  would  like  to  revert  back  to  the  affidavit  which  I 
submitted  and  point  out  that  there  have  been  certain  deletions 
within  it  to  simply  protect  the  names  of  innocent  parties  and  banks 
in  order  to  be  assured  that  no  one  would  be  injured  as  a  result  of 
this. 

With  regard  to  the  time  frame,  it  varies  entirely  upon  the  cir- 
cumstances of  the  matter.  It  varies  based  upon  the  individual 
willingness  of  boards  of  directors  to  recognize  their  problems  and 
take  corrective  action.  It  depends  on  how  quickly  they  can  get  the 
problem  areas  entirely  corrected. 

Chairman  St  Germain.  You  are  perhaps  more  experienced  than 
Mr.  Tarleton  with  the  imposition  of  this  type  of  agreement  and  the 
length  of  time  they  usually  stay  in  effect.  Would  you  have  any  idea 
as  to  the  average  length  of  time  of  this  type  of  agreement? 

Mr.  Bloom.  I  would  only  be  guessing,  Mr.  Chairman.  You  know, 
this  act  was  only  passed  in  1966. 

Chairman  St  Germain.  Eleven  years.  There  was  reluctance  to 
use  it  initially,  as  I  recall. 

Mr.  Bloom.  Yes,  we  were  slow  in  getting  started.  Now  it  is  used 
more  and  more  all  the  time  and  we  could  reverse  that.  Of  course,  it 
isn't  a  very  meaningful  figure  because  every  case  is  going  to  be 
different. 

Chairman  St  Germain.  I  think  it  is  meaningful  because  having 
dealt  with  failures  of  banks  over  a  period  of  time,  I  think  is  it 
rather  not  commendable,  they  performed  a  superhuman  task  here 
when  you  consider  that  the  loan  portfolio  was  criticized  so  severely 
and  that  you  could  turn  around  a  loan  portfolio  with  so  many 
delinquent  loans  in  such  a  short  period  of  time,  because  there  it  is 
not  only  the  efficiency  of  the  bank,  but  it  is  the  fact  that  the 
borrowers  just  can't — because  an  agreement  has  been  entered 
into — all  of  a  sudden  pay  off  their  loans  if  they  were  sort  of  slow 
paying  off  prior  to  that,  and  if  there  were  some  questionable  loans, 
would  you  not  agree  that  to  prove  it,  it  takes  a  period  of  time  for  a 
loan  portfolio  to  be  turned  around  and  8  months  is  a  relatively 
short  period  of  time. 

Mr.  Bloom.  I  agree,  but  I  refer  to  the  problems  at  Calhoun.  We 
had  these  overdraft  practices.  There  was  a  need  for  additional 
capital  which  they  met  partially. 

Chairman  St  Germain.  Partially? 

Mr.  Bloom.  Partially.  And  there  was  this  crying  need  for  new 
talent  in  the  loan  department.  But  in  terms  of  their  degree  of 
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compliance,  as  I  said,  if  I  had  been  asked  to  approve  this  action 
November  22  in  all  probability  I  would  not  have  approved  it  be- 
cause once  you  have  an  agreement  on,  there  is  no  use  lifting  it 
until  ever3^hing  is  tidied  up. 

Chairman  St  Germain.  That  is  good. 

Now,  let  me  ask  you  another  question,  Mr.  Bloom.  Is  it  not  a 
natural  thing  to  expect  that  if  an  agreement  is  going  to  be  rescind- 
ed that  ordinarily  the  bank  that  feels,  "Well,  we  have  complied 
with — out  of  20  points,  we  have  complied  substantially  with  17 
points,  or  we  are  half-way  there  over  the  other  3  points"  for  the 
bank  then  to  contact  the  Comptroller's  Office  and  say,  "Well,  can 
we  consider  a  rescission  of  this  agreement  by  mutual  agreement?" 

Mr.  Bloom.  Yes,  sir. 

Chairman  St  Germain.  More  so  than  just  on  the  self-motivation 
of  the  Comptroller's  Office? 

Mr.  Bloom.  Your  question  is  what? 

Chairman  St  Germain.  My  question  is  this:  Isn't  it  a  little  un- 
usual that  an  agreement  is  rescinded  unilaterally  by  the  Comptrol- 
ler's Office  as  opposed  to  being  as  a  result  of  a  query  or  request  by 
the  bank  in  question  that  the  agreement  be  rescinded? 

Mr.  Bloom.  I  would  say  that  it  is  unusual. 

Chairman  St  Germain.  There  are  other  major  areas  we  want  to 
get  into.  I  would  now  like  to  call  on  members  of  the  subcommittee 
for  questioning  and  after  a  round  of  questioning  I  will  ask  your 
indulgence  again. 

I  will  also  state  the  Chair  is  prepared  to  go  as  long  as  we  have  to. 
When  we  were  down  in  San  Antonio,  I  think  we  went  13  hours  and 
it  didn't  bother  us.  We  will  take  a  short  luncheon  break,  but  then 
we  will  keep  going.  We  do  preclude  no  one  from  full  participation. 

Mr.  Annunzio..  Thank  you,  Mr.  Chairman.  Both  Mr.  Bloom  and 
Mr.  Tarleton,  prior  to  1965  bank  directors  and  officers  could  not 
borrow  money  from  their  own  banks.  Prior  to  1965.  Is  that  right? 

Mr.  Bloom.  I  don't  think  so. 

Mr.  Annunzio.  Wasn't  it  in  1966  that  we  liberalized  the  laws  so 
that  the  directors,  the  boards,  could  approve  $30,000  loans  for 
mortgages  and  $10,000  for  education  and  $5,000  for  personal  busi- 
ness? What  we  did  was,  we  liberalized  the  law. 

Don't  you  think  maybe  we  ought  to  go  back? 

Mr.  Bloom.  Prior  to  that  amendment  a  principal  officer,  an 
executive  officer  of  a  national  bank  could  not  borrow  more  than 
about  $5,000  directly.  You  are  referring  to  a  section  of  title  XII  of 
the  United  States  Code  called  375(a).  It  now  permits  a  slightly 
larger  personal  loan  and  $30,000  mortgage  loan  and  $10,000  for  the 
education  of  children. 

However,  you  must  bear  in  mind.  Congressman,  that  that  is  a 
very  narrowly  drawn  statute.  It  applies  only  to  the  executive  offi- 
cer himself.  Not,  for  example,  to  his  wife  or  other  members  of  his 
family,  or  even  to  any  corporation  which  he  may  control  100  per- 
cent. It  is  a  narrow  statute  and  I  have  never  considered  it  a  very 
really  effective  remedy  myself. 

Assuming,  of  course,  there  is  something,  as  a  matter  of  legisla- 
tive policy,  wrong  with  executive  officers  borrowing  at  their  own 
banks. 
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Mr.  Annunzio.  The  question  is,  maybe  we  should  go  back  to 
1965.  This  is  what  happens  when  you  try  to  liberalize.  You  then 
call  for  more  permissiveness  and  what  we  are  having  here  in  the 
banks  is  more  permissiveness.  The  additional  authority  we  have 
gives  the  banks  to  grant  these  loans,  these  additional  loans,  these 
additional  moneys,  for  the  purposes  which  I  outlined,  is  one  of  the 
reasons  that  we  are  finding  ourselves  in  this  kind  of  a  situation 
today. 

All  I  am  asking  you  is,  should  we  go  back  prior  to  1965?  I  don't 
want  to  liberalize  anything  any  more  because  the  more  liberal  you 
get,  the  more  trouble  you  get  into. 

Mr.  Hubbard.  Amen,  brother. 

Mr.  Annunzio.  I  want  to  make  that  clear. 

Also,  Mr.  Bloom,  what  is  the  difference  between  poor  banking 
practices  and  criminal  banking  acts?  Where  do  we  draw  the  line? 

I  am  sitting  here  as  a  member  of  the  subcommittee  today.  We 
are  going  to  be  asked  to  write  some  kind  of  a  bill.  We  only  write 
legislation  when  something  happens  like  what  happened  in  Atlan- 
ta, Ga.  You  have  a  fire  and  the  fire  destroys  the  institution  and 
then  pretty  soon  we  are  the  saviors:  we  are  going  to  save  this 
institution.  Now,  where  do  we  draw  this  line? 

Mr.  Bloom.  I  am  afraid  I  don't  really  understand  your  question. 
Congressman. 

Mr.  Annunzio.  What  is  the  difference  between  a  poor  banking 
practice — you  know  that  is  a  high-grade  phrase  where  we  say:  "The 
poor  guy  is  not  really  a  criminal:  he  is  a  saint;  a  good  fellow,"  and 
a  criminal  banking  act.  Where  do  you  draw  the  line? 

You  either  performed  a  crooked  act  or  you  didn't  perform  a 
crooked  act. 

Mr.  Bloom.  There  are  degrees  of  seriousness  in  terms  of  comply- 
ing with  the  very,  very  many,  hundreds,  literally  thousands,  of 
laws  we  have  today.  I  hope  we  never  reach  a  point  where  every  one 
of  them  is  made  a  criminal  violation  because  if  we  do,  I  am  afraid 
our  already  overburdened  courts  are  going  to  be  completely  buried. 

It  is  a  matter  of  degree.  I  would  certainly  agree  with  the  general 
thrust  of  your  remarks,  Congressman,  that  some  increase  in  reme- 
dial powers  and  increased  restriction  in  banking  is  in  order  and  we 
have  bills  pending  to  do  just  that.  S.  71  and  others,  that  would  be 
effective. 

Mr.  Annunzio.  You  mentioned  the  degree  of  the  burn.  Now, 
what  degree  was  it?  A  first,  second,  or  third  degree  burn  on  Mr. 
Lance?  Did  he  indulge  in  a  criminal  act  or  was  he  just  indulging  in 
poor  banking  practices?  Now,  tell  me  what  was  the  degree  of  the 
burn. 

Mr.  Bloom.  Now  I  understand  your  question.  There  is  only  one 
step  I  took  in  this  affair  which  I  am  ready  to  concede  on  this  record 
that  was  a  mistake  in  judgment  and  that  was,  as  a  career  employee 
of  the  Comptroller's  Office,  having  served  under  four  Comptrollers 
and  five  Presidents,  to  express  an  opinion  as  to  the  qualifications  of 
an  appointee  for  a  Cabinet  level  position  I  think  it  was  an  inappro- 
priate question.  It  was  a  mistake  in  judgment  for  me  to  respond  to 
that  question  and  I  certainly  don't  intend  to  repeat  that  mistake 
this  morning. 

I  would  like  to  beg  off 
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Mr.  Annunzio.  I  have  known  you  a  long  time.  You  have  17  years 
of  service  to  the  pubUc  and  the  tJnited  States.  I  am  not  asking  you 
for  a  biography  on  yourself. 

Did  Mr.  Lance  commit  a  criminal  act  in  your  judgment  or  did  he 
not?  That  is  all. 

Mr.  Bloom.  I  don't  think  it  would  be  appropriate  for  me  to  state 
that  on  the  record.  As  I  said,  the  airplane  thing  involves  new  facts 
which  have  been  referred 

Mr.  Annunzio.  Then  where  does  this  subcommittee  or  the  people 
of  the  country  go  for  an  opinion?  You  were  the  Acting  Comptroller 
of  the  Currency.  If  you  don't  know  what  it  is,  how  is  anybody  else 
supposed  to  know  whether  the  act  is  criminal  or  not? 

Mr.  Bloom.  Congressman,  I  will  give  you  all  the  facts.  The  deter- 
mination as  to  whether  acts  or  commissions  are  criminal  acts 
belongs  to  the  Attorney  General 

Mr.  Annunzio.  I  will  ask  you  one  more  question  then.  Would 
you  have  treated  any  other  citizen  as  you  did  Mr.  Lance?  I  am  only 
going  by  your  own  statement  on  page  4. 

Mr.  Bloom.  Yes,  I  would  have. 

Mr.  Annunzio.  On  page  4  you  outlined  a  number  of  actions  you 
took  to  inform  Mr.  Lance.  You  went  to  great  lengths  to  assist  him. 
You  even  called  his  attorney.  You  were  as  nice  as  apple  pie.  You 
even  put  the  ice  cream  on  the  pie.  So  just  answer  the  question.  Any 
ordinary  citizen  would  have  received  the  same  treatment  from  you 
as  he  did?  Pie  a  la  mode? 

Mr.  Bloom.  In  that  situation,  absolutely.  Any  banker  who  found 
himself  in  that  situation  would  have  received  the  same  treatment. 
I  have  nothing  to  gain  by  helping  Mr.  Lance.  There  was  an  opening 
in  the  Comptroller's  Office  for  the  top  job  as  Comptroller.  Anything 
I  did  in  the  way  of  a  public  favor  for  Mr.  Lance  would  almost 
surely  make  it  impossible  for  me  to  get  that  job.  That  would  have 
been  as  obvious  as  the  nose  on  my  face  to  anyone,  that  it  would  be 
some  sort  of  quid  pro  quo  or  suggestion  of  quid  pro  quo. 

Mr.  Lance  made  a  commitment,  I  think  a  written  commitment 
with  the  Senate,  not  to  have  anything  to  do  with  any  banking 
appointments.  I  in  no  way  expected  anything  from  Mr.  Lance  or 
intelligently  could  have  expected  anything. 

Mr.  Annunzio.  I  am  not  asking  about  appointments.  All  I  want 
to  know  is  if  you  would  have  treated  the  average  citizen  the  same 
way  or  the  average  banker  the  same  way.  We  have  over  14,000 
banks  in  the  United  States  in  a  lot  of  small,  small  communities, 
and  there  are  thousands  upon  thousands  of  honest,  decent,  respect- 
able bankers.  I  know  nothing  about  what  the  shenanigans  were 
that  were  going  on  as  far  as  appointments  are  concerned  because  I 
don't  look  for  appointments;  I  get  elected.  I  am  a  little  different.  I 
run  for  office.  I  don't  tell  people  what  to  do.  I  run.  If  people  don't 
like  me,  they  don't  have  to  elect  me  and  it  is  that  simple. 

On  page  4  I  am  going  to  read  you  a  statement: 

Certain  of  the  overdrafts  amounted  to  extensions  of  credit  to  executive  officers, 
including  Mr.  Lance  in  excess  of  the  amount  permissible  under  12  U.S.C.  375(a). 

I  am  not  an  attorney,  but  I  was  here  in  1966  when  we  liberalized 
the  laws.  You  recall  some  of  these  things:  In  your  own  testimony  it 
indicates  a  violation  of  the  law.  What  did  you  do  about  it?  You 
were  the  Regional  Administrator  of  the  Comptroller  of  the  Curren- 
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cy  of  the  office  down  in  Atlanta,  Ga.,  so  my  question  is  very  simple. 
Let's  forget  about  the  politics  of  it.  Just  what  did  you  do  about  it, 
that  is  all  I  want  to  know? 

Mr.  Tarleton.  Congressman,  I  would  like  to  point  out,  taken  in 
the  context  here,  these  were  matters  that  had  occurred  prior  to  my 
assuming  my  present  responsibilities  in  Atlanta.  Nevertheless, 
upon  my  arrival  and  learning  of  the  various  matters,  including  the 
overdraft  problem,  we  elected  to  enter  into  an  agreement  pursuant 
to  the  Financial  Institution  Supervisory  Act  of  1966  to  bring  an 
end  to  these  matters.  I  am  not  an  attorney,  but  I  would  point  out 
that  this  is  not  a  criminal  statute. 

Mr.  Annunzio.  That  is  your  answer.  You  entered  into  an  agree- 
ment. In  other  words,  if  somebody  walks  into  a  bank  and  cracks 
the  safe  and  you  catch  him,  you  enter  into  an  agreement  and  just 
say,  "Well  now,  you  are  not  going  to  do  it  again."  That  is  about 
what  it  amounts  to.  No  punishment. 

I  want  to  know  if  there  was  a  violation  of  law,  what  did  you  do? 
Was  there  any  punishment,  any  letters,  any  reprimand?  Did  you 
call  it  to  anybody's  attention?  Did  you  do  something  outside  of 
keeping  it  to  yourself? 

Mr.  Tarleton.  It  was  discussed  thoroughly  with  the  board  of 
directors.  They  entered  into  the  agreement  with  us.  I  would  like  to 
point  out  that  is  a  statute  and  I  might  refer  to  Mr.  Bloom  in  this 
regard  since  he  is  an  attorney,  that  statute  does  not  provide  for 
any  penalties. 

Mr.  Annunzio.  I  appreciate  that  answer.  That  is  a  loophole  into 
which  the  subcommittee  will  have  to  look. 

Chairman  St  Germain.  The  supervisory  amendments  legislation 
do  and  will  include  penalties. 

Mr.  Annunzio.  Thank  you,  Mr.  Chairman. 

Mr.  Tarleton,  the  New  York  Times  contained  an  article  in  Sep- 
tember 1977,  alleging  that  you  removed  certain  reports  dealing 
with  the  National  Bank  of  Georgia,  or  the  Calhoun  First  National 
Bank,  containing  unfavorable  information. 

I  must  remind  you  that  you  are  under  oath  and  I  don't  think  you 
need  me  to  remind  you. 

All  I  want  is  a  straight  answer.  Would  you  please  comment  on 
these  allegations? 

Mr.  Tarleton.  Yes,  sir,  I  will  be  delighted  to.  That  allegation  is 
absolutely  false.  Not  only  is  it  false,  it  is  ludicrous.  It  is  absolutely 
impossible  for  me  to  have  access  to  all  the  copies  of  examination 
reports  that  are  in  existence.  Not  only  are  they  in  our  own  regional 
office,  they  are  in  files  in  the  Comptroller's  Washington  office;  they 
are  in  files  at  the  bank.  I  believe  the  Federal  Reserve  Bank  has  a 
copy  and  the  FDIC  has  a  copy.  I  don't  know  how  it  would  be 
physically  possible  for  me  to  remove  these  reports  from  existence 
and  alter  their  content. 

Mr.  Annunzio.  My  time  has  expired,  but  what  you  are  saying  to 
me  is  that  the  New  York  Times,  in  their  allegations,  made  a 
mistake.  Is  that  what  you  are  trying  to  tell  me? 

Mr.  Tarleton.  I  am  saying  the  allegation  is  absolutely  untrue. 

Mr.  Annunzio.  And  the  New  York  Times  has  made  a  mistake.  I 
thank  you. 

Chairman  St  Germain.  Mr.  Rousselot. 
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Mr.  RoussELOT.  Mr.  Bloom,  in  closing  your  testimony  today  you 
say,  "I  would  say,  however,  if  I  had  known  at  the  time  of  the 
additional  transactions  listed  in  the  Comptroller's  August  18,  1977, 
report,  any  additional  details" — which,  of  course,  is  from  your 
Office,  right? 

Mr.  Bloom.  Yes. 

Mr.  RoussELOT.  You  also  say: 

The  details  of  the  previously  known  transaction,  I  would  have  expressed  myself 
differently  in  my  letter  to  the  Senate  committee. 

As  you  know,  your  letter  to  the  Senate  committee  states,  "Mr. 
Lance  enjoys  a  very  good  reputation,"  et  cetera. 

How  would  you  express  yourself  differently? 

Mr.  Bloom.  Congressman  Rousselot,  I  would  have  just  laid  out 
the  facts  and  let  them  draw  their  own  conclusion,  which  was  their 
constitutional  responsibility. 

Mr.  Rousselot.  I  guess  I  wanted  a  synopsis  of  the  facts  you 
would  have  laid  out. 

Mr.  Bloom.  We  have  additional  detail  on  the  overdrafts  with 
greater  information  as  to  magnitude.  We  had  the  allegations  of 
compensating  balances  for  personal  loans  at  Manufacturers  Han- 
over, at  First  Chicago,  at  other  banks.  I  would  have  laid  out  all 
these  additional  facts  which  were  not  known  to  me  at  the  time  I 
wrote  my  letter. 

Mr.  Rousselot.  On  the  basis  of  those  facts,  if  you  were  asked  for 
recommendation,  what  would  you  have  stated? 

Mr.  Bloom.  I  would  try  to  again  say  that  I  don't  think  I  should 
be  asked  that.  I  am  a  career  employee  of  this  Government. 

RJr.  Rousselot.  Your  Agency  has  supervisory  authority  over 
banks;  am  I  correct? 

Mr.  Bloom.  Yes,  but  why  should  I  be  asked  to  express  qualifica- 
tions for  a  political  nomination?  If  they  had  asked  me  what  did  I 
think  of  him  as  a  banker  or  something  like  that 

Mr.  Rousselot.  You  said  he  enjoys  a  very  good  reputation? 

Mr.  Bloom.  He  does,  and  he  did  then.  It  looked  a  lot  better  then 
than  it  does  now. 

Mr.  Rousselot.  Why  do  you  think  this  material  was  so  long  in 
coming  to  you? 

Mr.  Bloom.  That  wasn't  the  case.  It  was  a  job  of  assembling  all 
of  the  facts  on  the  loans,  with  the  exception  of  the  Manufacturers 
Hanover  which  is  a  State  bank,  and  they  had  to  go  through  the 
New  York  State  Banking  Department  to  get  that  information.  The 
facts  in  those  loans  could  be  obtained  by  us,  but  it  took  us  5  weeks 
and  40  men  to  do  it.  After  all,  that  was  the  first  request  that 
anybody  had  made  to  us  for  a  complete  rundown  on  the  nominee. 

I  was  given  1  day  to  reply  to  the  Senate  committee.  Obviously,  I 
could  only  reply  with  conclusions  in  1  day.  I  couldn't  even  start  to 
assemble  the  information  about  the  man. 

Mr.  Rousselot.  But  you  had  known  of  the  cases,  that  there 
might  have  been  some  of  these  problems  on  the  basis  of  reports 
from  your  regional  officers? 

Mr.  Bloom.  Sure,  I  had  indications.  I  knew  we  had  had  a  cam- 
paign overdraft  problem  of  sufficient  seriousness  to  refer  it  to  the 
Department  of  Justice.  I  stated  that  in  the  letter.  I  knew  that  we 
had  had  troubles  with  overdrafts  in  the  Lance  family  accounts. 
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that  we  had  to  get  an  agreement  for  them  to  stop  it.  I  stated  it  in 
the  letter.  The  letter  was  full  of  red  flags  all  over  it. 

Mr.  RoussELOT.  Full  of  red  flags? 

Mr.  Bloom.  In  my  opinion  it  was,  yes. 

Mr.  RoussELOT.  You  didn't  say  that  in  the  letter  though.  Yours  is 
a  position  of  some  authority  in  this  Government.  This  relates  to 
financial  affairs  of  the  Government  of  the  United  States,  so  with 
all  those  red  flags,  Mr.  Lance  enjoyed  a  good  reputation  in  the 
banking  community? 

Mr.  Bloom.  I  stated  that  and  I  believe  that  is  a  true  statement.  I 
don't  want  to  be  unfair  to  Mr.  Lance.  It  may  be  still  a  true 
statement. 

There  have  been  a  lot  of  allegations  made. 

Now,  at  that  time 

Mr.  RoussELOT.  We  are  talking  about  the  red  flags  that  you  just 
mentioned.  Those  are  clearly  red  flags  that  relate  to  banking  prac- 
tices? 

Mr.  Bloom.  They  were  red  flags  relating  to  my  files,  yes. 

Mr.  RoussELOT.  Were  you  aware  of  the  Billy  Campbell  situation? 

Mr.  Bloom.  I  was  aware  there  was  a  defalcation;  the  man  had 
been  prosecuted,  found  guilty,  and  incarcerated. 

Mr.  RoussELOT.  He  was  a  major  officer  in  a  bank  associated  with 
Mr.  Lance? 

Mr.  Bloom.  He  was  a  loan  officer  in  Calhoun,  not  a  member  of 
top  management,  I  don't  believe,  but  right  below  it. 

Mr.  RoussELOT.  Was  that  one  of  the  red  flags? 

Mr.  Bloom.  To  me,  that  has  always  been  a  red  flag,  although 
there  has  been  no  connection  established,  to  my  knowledge,  be- 
tween Mr.  Campbell's  defalcations  and  Mr.  Lance. 

Mr.  RoussELOT.  What  about  Mr.  Lance  arranging  for  a  loan  some 
17  days 

Mr.  Bloom.  Excuse  me.  I  didn't  mean  to  imply  by  that  there  are 
defalcations.  There  are  no  connections  between  Mr.  Campbell's 
problems  at  the  bank  and  Mr.  Lance,  to  my  knowledge. 

Mr.  RoussELOT.  Mr.  Tarleton,  you  said  there  is  a  difference  be- 
tween— I  think  this  was  your  statement — what  you  knew  as  you 
came  in  in  1975  and  learned  about  this  situation — by  the  way,  does 
a  regional  office  have  any  authority  at  all,  or  are  you  just  a 
floating  administrator? 

Mr.  Tarleton.  That  is  a  question  that  I  am  very  painfully  aware 
of  right  at  the  moment.  We  are  not  formally  structured  with  au- 
thorities, although  we — on  a  daily  basis — make  routine  decisions 
and  take  actions. 

Mr.  RoussELOT.  There  is  no  direction  from  the  Comptroller's 
Office  as  to  what  you  may  or  may  not  do  administratively? 

Mr.  Tarleton.  Very  little. 

Mr.  RoussELOT.  How  long  has  this  informality  existed? 

Mr.  Tarleton.  Let  me  clarify  that. 

Mr.  RoussELOT.  I  wish  you  would.  It  is  a  fascinating  statement. 

Mr.  Tarleton.  There  are  numerous  administrative  circulars  and 
bulletins. 

Mr.  RoussELOT.  From  whom,  the  Comptroller? 

Mr.  Tarleton.  The  Comptroller  or  the  senior  staff  in  the  Comp- 
troller's Office. 
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Mr.  RoussELOT.  How  about  Mr.  Bloom,  does  he  send  out  memo- 
randums? 

Mr.  Tarleton.  Yes,  he  has  executed  these  administrative  circu- 
lars, various  circulars  of  all  types,  giving  directions  both  to  region- 
al offices  and  to  field  personnel  but  there  certainly  are  some  areas 
where  authorities  are  not  clear. 

Mr.  RoussELOT.  Are  you  asked  to  see  that  the  law  is  carried  out? 

Mr.  Tarleton.  Are  you  stating 

Mr.  RoussELOT.  I  am  asking  you,  do  you  have  any  relationship  in 
your  administrative  activities  to  execution  of  the  law? 

Mr.  Tarleton.  Certainly.  That  authority  extends  all  the  way  to 
the  field  examiner. 

Mr.  RoussELOT.  Would  you  please  explain  the  difference  then 
between  what  you  saw  in  1975  and  what  the  Comptroller's  report 
produced  this  year? 

Mr.  Tarleton.  The  difference  is  that  the  examination  report  of 
April  1975,  contained  enough  information  prepared  by  the  examin- 
er to  demonstrate  that  there  were  overdraft  problems  to  Mr.  Lance 
and  members  of  his  family.  It  was  not  contained  in  detail.  We  do 
not  routinely  send  out  a  staff  of  investigating  examiners  for  a  5- 
week  period  to  look  into  these  matters.  If  we  were  to  do  that,  we 
would  be  examining  banks  very  seldom. 

Mr.  RoussELOT.  It  was  enough  to  encourage  you  to  go  into  agree- 
ment with  him;  is  that  correct? 

Mr.  Tarleton.  Yes,  sir. 

Mr.  RoussELOT.  Is  that  considered  serious?  How  many  times  in 
your  administrative  responsibilities  are  you  stimulated  to  go  into 
some  kind  of  an  agreement,  as  you  did  with  Calhoun? 

Mr.  Tarleton.  I  can't  give  you  an  exact 

Mr.  Rousselot.  I  mean  roughly.  Does  it  happen  once,  twice, 
three  times  a  year? 

Mr.  Tarleton.  I  would  say  that  is  a  fair  statement. 

Chairman  St  Germain.  Before  you  rescinded  this  agreement, 
were  you  informed  of  the  fact,  or  were  you  aware  of  the  fact,  that 
despite  the  fact  that  the  agreement  stated  that  no  overdraft  will  be 
permitted  to  certain  named  individuals — in  section  7  of  the  agree- 
ment— that  nonetheless  there  were  overdrafts  permitted  and  al- 
lowed, and  it  did  occur  for  Mr.  Lance? 

Mr.  Tarleton.  No,  sir,  I  was  not  aware  of  that. 

Mr.  Rousselot.  But  going  into  this  agreement  is  not  a  normal 
procedure  with  all  your  banks? 

Mr.  Tarleton.  No,  sir,  it  is  not. 

Mr.  Rousselot.  So  it  is  a  signal  that  something  is  wrong;  is  that 
right? 

Mr.  Tarleton.  It  is  an  indication  that  representatives  of  the 
Comptroller's  Office — usually  the  field  staff— have  found  deficien- 
cies that  need  to  be  corrected. 

It  might  be  helpful,  Congressman,  if  I  go  through — for  the  bene- 
fit of  the  subcommittee— basically  what  our  procedures  are  in 

Mr.  Rousselot.  I  would  be  delighted  to  have  you  do  that.  All  I 
am  trying  to  establish  is,  this  is  not  a  normal  procedure.  You  don't 
do  this  every  day  with  every  bank.  There  was  something  wrong 
and  you  needed  to  make  both  the  board  of  directors  and  the  offi- 
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cers  aware  that  they  needed  to  change  their  practices;  is  that 
correct? 

Mr.  Tarleton.  That  is  correct. 

Mr.  RoussELOT.  So  that  clearly  is  not  what  you  would  call  a  go- 
ahead  signal,  everything  is  great?  It  is  clearly  a  signal  to  that  bank 
that  they  are  in  trouble;  is  that  right? 

Mr.  Tarleton.  I  would  not  say  they  are  in  trouble. 

Mr.  RoussELOT.  Then  you  tell  me  what  it  is — a  Good  Housekeep- 
ing seal  of  approval? 

Mr.  Tarleton.  At  no  point  was  the  existence  of  this  bank  ever  in 
any  danger  throughout  this.  Nevertheless,  these  were  practices 
that  do  not  conform  to  sound  banking  practices;  they  are  not 
practices  that  we  condone.  I  am  speaking  not  only — speaking  not 
only  of  the  overdraft  situation  but  also  of  the  structuring  of  a  loan 
at  that  bank,  and  we  felt  that  something  needed  to  be  done  to 
bring  about  corrective  action.  We  did  do  something,  and  these 
deficiencies  were  corrected  and  today  it  is  a  much  better  bank  for 
that. 

Mr.  RoussELOT.  But  Mr.  Bloom  stated  if  he  knew  about  some  of 
these  things  that  he  knows  today,  that  he  would  not  have  allowed 
this  agreement  to  be  terminated,  or  is  that  true?  Do  you  disagree 
with  that? 

Mr.  Tarleton.  There  has  been  a  difference  of  opinion  subsequent 
to  this  fact,  or  this  happening,  on  whether  or  not  the  lifting  of  the 
agreement  was  proper. 

Mr.  RoussELOT.  I  realize  this  is  second  guessing  but 

Mr.  Tarleton.  That  is  right,  and  there  are  employees  within  the 
Office  of  the  Comptroller  that  are  on  both  sides  of  that  argument. 
It  is  a  judgment. 

Mr.  RoussELOT.  If  you  had  known  what  you  know  today,  you 
would  not  have  lifted  the  agreement,  if  you  were  being  asked 
today? 

Mr.  Tarleton.  I  am  not  aware 

Mr.  RoussELOT.  I  mean,  you  are  an  administrator  with  a  certain 
amount  of  authority  in  this  area,  and  I  think  it  is  important  for  us 
to  know — knowing  what  we  now  know — whether  this  is  a  signal 
that  we  can  be  assured  that  regional  administrators  might  be 
exercising  more  care  before  they  lift  these  agreements? 

Mr.  Tarleton.  I  am  not  aware  of  anything  today.  Congressmen, 
other  than  what  I  might  have  read  in  the  press — and  I  have  in 
recent  weeks  learned  that  the  press  is  not  entirely  reliable — of 
anything  that  constitutes  a  violation  of  that  agreement,  had  it  been 
in  place  today. 

Mr.  RoussELOT.  So  you  still  would  have  lifted  the  agreement? 

Mr.  Tarleton.  Yes.  The  purpose  of  the  agreement  was  fully 
served.  The  bank  was  returned  to  a  very  sound  operating  condition, 
as  it  remains  today,  to  the  best  of  my  knowledge. 

Chairman  St  Germain.  Thank  you,  Mr.  Rousselot.  We  will  be 
back  to  you,  I  am  sure. 

Mr.  Hubbard,  would  you  be  good  enough  to  yield  to  me  for  a 
moment,  so  I  could  follow  up  here? 

Mr.  Tarleton,  at  page  2  of  the  affidavit  you  submitted  to  the 
committee,  you  are  discussing  the  changed  conditions,  the  alleged 
lifting  of  the  letter  of  the  agreement.  You  say,  "And  although  only 
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$400,000  of  the  requested  $625,000  was  successfully  sold,  adequate 
capital  protection  was  achieved." 

Mr.  Tarleton,  isn't  it  a  fact  the  capital  injection  did  not  occur 
until  December  23,  1976,  2  months  after  the  lifting  of  the  agree- 
ment, and  then  only  by  borrowing  $400,000  from  Citizens  and 
Southern  through  the  strange  Calhoun  Unifirst,  Inc.,  guaranteed 
by  Mr.  Lance  on  January  7,  1977? 

Mr.  Tarleton.  No,  sir,  that  is  not  true. 

Chairman  St  Germain.  What  money  was  injected  and  where  did 
it  come  from? 

Mr.  Tarleton.  It  came  from  the  sale  of  additional  stock.  I  don't 
know  who  the  stockholders  were  who  purchased  it.  Nevertheless,  it 
was  raised  shortly  after  the  imposition  of  the  agreement  and  prior 
to  the  rescission  of  the  agreement. 

Chairman  St  Germain.  In  looking  at  the  report,  "Loans  to  Mr. 
Lance  and  Related  Individuals,"  December  23,  there  was  a  $400,000 
extension  to  Calhoun  Unifirst,  Inc.,  President  Henderson  and  Sec- 
retary Wood,  and  the  purpose  was  for  capital  investment  in  Cal- 
houn First  National  Bank. 

Mr.  Tarleton.  Which  page  is  that? 

Chairman  St  Germain.  It  is  in  the  Comptroller  of  the  Currency's 
exhibit  1,  page  2  of  2. 

[The  material  referred  to  by  Chairman  St  Germain  follows:] 
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Mr.  Tarleton.  Mr.  Chairman,  I  am  aware  this  was  not  the  only 
capital  injection  that  had  been  made  at  the  Calhoun  bank.  I  am 
very  certain  there  was  a  $400,000  capital  injection  in  that  bank 
shortly  after  the  imposition  of  the  agreement  and  certainly  before 
its  rescission. 

Chairman  St  Germain.  Perhaps  you  could  find  that? 

Mr.  Tarleton.  I  would  be  delighted  to  do  some  research  in  this 
area  and  submit  the  information  to  you. 

Mr.  RoussELOT.  Mr.  Chairman,  could  I  have  unanimous  consent 
to  put  in  the  record  the  agreement  between  Calhoun  First  National 
Bank  and 

Chairman  St  Germain.  Without  objection,  it  is  so  ordered. 

[The  information  referred  to  follows:] 
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AGREEMENT  BY  AND  BETWEEN 

THE  CALHOUN  FIRST  NATIONAL  BANK 

O'.LHOUN,  GEOr-GIA 

THE  OFFICE  OF  THE  COMPTROLLER 

OF  THE  CURRENCY 


WHEREAS,  The  Calhoun  First  National  Bank,  Calhoun, 
Georgia  (hereinafter  the  "BANK"),  and  the  Comptroller  of  the 
Currency  of  the  United  States  of  America  (hereinafter  the 
"COMPTROLLER")  wish  to  protect  the  interest  of  the  depositors, 
other  customers,  and  shareholders  of  the  BANK,  and,  toward     J 
that  end,  wish  the  BANK  to  operate  safely  and  soundly,  and 
in  accordance  with  applicable  laws;  and 

V7HEREAS,  the  COMPTROLLER,  through  his  appointed  National 
Bank  Examiner,  has  criticized  certain  practices  of  the  BANK 
■in  Examination  Reports  and  letters  to  the  BANK  as  being  unsafe 
and  unsound,  within  the  meaning  of  the  Financial  Institutions 
Supervisory  Act  of  1966  (12  U.S.C.  §1818);  and 

WHEREAS,  in  the  Report  of  Examination,  dated  April  28,  1975 
(hereinafter  "REPORT  OF  EXAMINATION"),  of  the  BANK,  the 
COMPTROLLER,  through  his  appointed  National  Bank  Examiner,  has 
cited  certain  violations  of  law,  rules,  and  regulations;  and 

WHEREAS,  the  COMPTROLLER  and  the  BANK  believe  it  to  be 
in  the  best  interest  of  the  BANK  to  avoid  other  administrative 
proceedings  pursuant  to  the  Financial  Institutions  Supervisory 
Act  of  1966,  or  the  National  Bank  Act  of  1864,  as  amended; 

NOW  THEREFORE,  it  is  hereby  agreed  by  and  between  the 
BANK,  through  its  duly  elected  and  acting  Board  of  Directors, 
and  the  COMPTROLLER,  through  his  duly  authorized  representative, 
the  Regional  Administrator  of  National  Banks  for  the  Sixth 
National  Bank  Region  (hereinafter  the  "REGIONAL  ADMINISTRATOR"), 
that  commencing  upon  the  signing  of  this  Agreement,  or  as 
shall  otherwise  be  specified  in  the  several  Articles  thereof, 
the  BANK  shall  operate  in  compliance  with  the  Articles  of 
this  Agreement. 
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(1)  This  Agreement  shall  be  deemed  to  be  a  "written  agreement 
entered  into  with  the  agency",  within  the  meaning  of  the  Financial 
Institutions  Supervisory  Act  of  1966,  12  U.S.C.  1818(b)  (1). 

ARTICLE  II 

(2)  The  Board  of  Directors  has  agreed  to  raise  $625,000  of  new 
capital  funds  as  outlined  in  their  application  for  an  increase  in 
common  stock,  dated  October  13,  1975,  incorporated  herein  by  reference, 
which  application  was  granted  temporary  approval  by  the  REGIONAL 
ADMINISTRATOR,  in  his  letter  dated  October  23,  1975,  incorporated ^ 
herein  by  reference. 

(3)  The  Board  of  Directors  recognizes  the  need  for  additional 
capital  and  agrees  that  additional  capital  shall  be  necessary  for 
the  future  well-being  of  the  BANK.   Therefore,  the  Board  of  Directors 
agrees  that  it  will  cooperate  with  the  REGIONAL  ADMINISTRATOR 
concerning  the  injection  of  future  capital  as  deemed  necessary 

by  the  REGIONAL  ADMINISTRATOR. 

ARTICLE  III 

(4)  The  BAl^K  shall  not  lend  money  or  otherwise  extend  credit, 
or  provide  services,  or  participate  in  any  manner  in  any  campaign 
for  any  political  office  by  T.  Bertram  Lance,  or  a  campaign  for 
political  office  by  any  officer,  director,  or  other  person 
associated  with  the  BANK,  except  as  permitted  by  statute,  or  by 
any  ruling  or  regulation  promulgated  by  the  Federal  Election 
Commission.   All  proposed  credits,  loans  or  other  participation 

in  the  campaign  for  political  office  by  T.  Bertram  Lance,  or  any 
officer,  director,  or  other  person  associated  with  the  BANK  shall 
have  the  prior  written  approval  of  the  REGIONAL  ADMINISTRATOR. 

ARTICLE  IV 

(5)  The  Board  of  Directors  shall,  within  ninety  (90)  days, 
provide  the  BANK  with  a  new,  active,  and  capable  senior  lending 
officer,  to  supplement  the  existing  officer  staff  and  aid  President 
Henderson  in  the  administration  of  the  bank.   Prior  to  the  employment 
or  appointnont  of  such  individual,  his  name  shall  be  submitted  to  the 
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employment  or  appointment;  PROVIDED,  HOWEVER-  that  failure  to 
exercise  such  veto  shall  not  constitute  an  approval  or  endorsement 
of  said  officer. 

(6)  The  authority  of  such  new  senior  lending  officer  shall  be 
set  forth  in  writing  and  in  detail  by  the  Board  of  Directors,  and 
shall  include  enforcing  and  maintaining  lending  and  collection 
policies  in  accordance  with  the  applicable  law  and  safe  and  sound 
banking  practices. 

ARTICLE  V  ; 

(7)  The  BANK  shall  not  carry  or  maintain  any  overdrafts  on 
any  accounts  of  the  BANK  in  excess  of  thirty  (30)  calendar  days, 
and  shall  not  permit  any  overdrafts  on  any  accounts  maintained 
in  the  BANK  by  T.  Bertram  Lance,  Tom  B.  David,  Claude  Barker 
David," Beverly  Banks  David,  Mrs.  Tom  B.  David,  Labelle  Lance, 
Ruth  M.  Chance,  Ronald  F.  Chance,  Frank  Hobgood,  Bill  Mathews, 
James  B.  Langford,  and  any  other  members  of  their  families,  or 
any  companies,  organizations  or  entities  controlled  by,  associated 
with  or  related  to  such  persons. 

(8)  As  used  in  this  Agreement,  the  phrase  "controlled  by, 
associated  with  or  related  to"  shall  mean  any  of  the  following 
relationships  which  currently  exist  or  come  into  existence  in  the 
future: 

(a)   any  company,  partnership,  association 
or  other  business  entity  or  individual 
controlled  either  directly  or  indirectly 
by  any  party  denoted  in  Paragraph  (7) . 
As  used  herein  a  "controlled"  party 
shall  include,  but  not  be  limited  to: 
(i)    immediate  family  members  of 
any  individual  noted  in 
Paragraph  (7) ,  including 
parent  (s),  sister  (s),  brother  (s). 
husband,  wife's  son(s),  son (s) -in- 
law, daughter (s)  and  daughter  (s)- 
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C  in-law.  (. 

(ii)   one  whose  management  or  business 
policies  or  affairs  are  subject 
to  direction,  whether  exercised 
or  not,  by  any  party  denoted  in 
Paragraph  (7) . 

(iii)  any  entity  five  percent  or  more 
of  whose  stock  is  owned  jointly 
or  individually  by  any  party  de- 
noted in  Paragraph  (7) . 

ARTICLE  VI 

(9)  The  Board  of  Directors,  acting  in  furtherance  of  their 
fiduciary  duties  and  responsibilities,  shall  review,  and  evaluate 
the  fairness  and  reasonableness  of  the  salaries,  bonuses,  and 
expenses  of  the  BANK'S  executive  officers  over  the  past  twenty- 
four  (24)  months  on  the  basis  of  services  rendered  to  the  BANK. 
Particular  attention  shall  be  focused  on  such  past  payments  and 
current  payments  to  and  for  the  benefit  of  T.  Bertram  Lance, 
Chairman  of  the  Board  of  Directors,  and  Tom  B.  David,  Chairman 

of  the  Executive  Committee. 

(10)  The  Board  of  Directors  shall  report  its  findings  to 

the  REGIONAL  ADMINISTRATOR  in  writing,  based  on  the  review  required 
by  Paragraph  (9)  above,  no  later  than  thirty  (30)  days  from  the 
date  of  this  Agreement.   Said  report  shall  list  the  duties  performed, 
services  rendered,  and  time  actually  devoted  to  work  functions  of 
the  bank  by  the  executive  officers.   Said  report  shall  also  contain 
a  salary  and  bonus  plan  for  the  BANK'S  executive  officers.   Said 
plan  shall  not  be  instituted  without  the  prior  Written  approval  of 
the  REGIONAL  ADMINISTRATOR,  and  no  modification  of  the  plan  shall 
thereafter  be  made  without  the  prior  written  approval  of  the 
REGIONAL  ADMINISTRATOR. 

ARTICLE  VII 

(11)  The  BANK  shall  promptly  institute  a  program  for  improving 
its  liquidity  position,  and  shall  achieve  and  maintain  an  average 
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exclusive  of  federal  funds  purchased. 

(12)  In  accordance  with  the  requirements  stated  above  in 
Paragraph  (11),  the  BANK  shall,  within  fifteen  (15)  days  from  the 
date  of  this  Agreement,  submit,  to  the  REGIONAL  ADMINISTRATOR,  a 
written  summation  of  the  program  adopted  to  improve  its  liquidity 
position.   In  addition,  the  BANK  shall  submit  a  weekly  liquidity 
analysis  report,  and  a  copy  of  the  BANK'S  daily  balance  sheet. 

(13)  The  BANK  shall,  with  all  due  diligence,  reduce  its 
dependency  on  borrowed  funds  of  all  types,  as  well  as  on  volatile 
liabilities. 

(14)  The  BANK  shall  reduce  loans  to  70%  or  less  of  total 
deposits. 

ARTICLE  VIII 

(15)  Within  ten  (10)  days  from  the  date  of  this  Agreement, 
the  Board  of  Directors  shall  submit  to  the  REGIONAL  ADMINISTRATOR, 
for  his  review,  the  written  lending  and  collection  policies  currently 
in  effect  at  the  BANK. 

ARTICLE  IX 

(16)  The  BANK  shall  take  all  necessary  steps  to  obtain  current 
and  satisfactory  credit  information  on  all  loans,  and  shall  refrain 
from  granting  any  new  loans  or  leases  or  other  extensions  of  credit, 
whether  consumer  or  otherwise,  unless  supported  by  current  and  satis- 
factory credit  information. 

(17)  The  BANK  shall  correct  imperfections  pertaining  to  the 
securing  of  collateral,  and  shall  not  grant  any  new  loans  or  other 
extensions  of  credit  for  which  the  taking  of  collateral  thereon  is 
imperfect. 

ARTICLE  X 

(18)  The  BANK  shall  take  immediate  and  continuing  action  to 
protect  the  BANK'S  interest  with  regard  to  those  assets  criticized, 
including  other  loans  especially  mentioned,  at  pages  4  through  4-A-3 
of  the  October  20,  1975  Report  of  Special  Supervisory  Visitation 
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incorporated  her«^ .  by  reference.  V     '         "■.■■■ 

(19)  Within  thirty  (30)  days  after  the  effective  date  of  this 
Agreement,  the  Board  of  Directors  of  the  BANK  shall  adopt  a  written 
resolution  incorporating  a  written  program  for  eliminating  said 
assets  from  criticized  status,  such  program  to  include,  but  not 
necessarily  be  limited  to,  the  following: 

(a)  demand  payment  at  specified  maturity 
dates  on  all  demand  loans  which  may 
become  criticized  in  the  future; 

(b)  demand  payment  at  maturity  of  all 
criticized  time  loans; 

(c)  demand  full  payment  of  every  term  loan 
on  which  the  obligor  has  defaulted; 

(d)  initiate  with  due  diligence  the  sale  of 
collateral  on  any  secured  loan  upon 
which  demand  has  been  made,  but  not 
met  by  the  obligor; 

(e)  initiate  with  due  diligence  whatever 
legal  actions  are  necessary  against 
all  appropriate  parties  to  loans  not 
paid  upon  demand. 

(20)   The  BANK  shall  not  loan  additional  money  or  otherwise 
extend  credit  to  any  borrower  whose  loan  or  other  extension  of  credit 
has  been  criticized  in  whole  or  in  part  in  the  REPORT  OF  EXAMINATION, 
incorporated  herein  by  reference,  so  long  as  said  credit  remains 
criticized  and  uncollected.   This  paragraph  shall  not  be  deemed 
applicable  to  a  proposed  extension  of  credit,  if  such  action  by  the 
BANK  is  necessary  to  prevent  bankruptcy  of  the  proposed  borrower,  or 
if  failure  so  to  act  would  be  substantially  and  critically  detri- 
mental to  the  best  interest  of  the  BANK.   PROVIDED,  HOWEVER,  that 
before  any  such  action  shall  be  taken,  the  written  approval  of  the 
REGIONAL  ADMINISTRATOR  shall  be  obtained;  and  any  request  for  such 
approval  shall  be  accompanied  by  a  notarized  statement,  signed  by 
the  Board  of  Directors  of  the  BANK  or  by  its  authorized  representative, 
certifying  that  the  action  for  which  approval  is  sought "is  required 
to  prevent  bankruptcy  of  the  proposed  borrower,  or  that  failure  so 
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to  act  would  be  substantially  and  critically  detrimental  to  the 
best  interest  of  the  BANK.   Said  approval  of  the  REGIONAL  ADMINISTRATOR 
shall  in  no  way  diminish  or  extinguish  any  liability  of  the  Board  of 
Directors  of  the  BANK,  whether  joint  or  several,  under  common  law  or 
any  statute. 

ARTICLE  XI 

(21)  Beginning  thirty  (30)  days  after  the  effective  date  of 
this  Agreement,  and  every  thirty  (30)  days  thereafter,  the  BANK 
shall  submit  complete  written  reports  detail_ing  the  actions  taken  ^ 
by  the  BANK  to  rectify  those  matters  criticized  in  the  REPORT  OF 
EXAMINATION,  dated  April  28,  1975,  any  subsequent  Reports  of  Exami- 
nation and  any  special  visitation  reports  presented  thereafter,  and 
to  comply  with  the  provisions  of  this  Agreement. 

ARTICLE  XII 

(22)  It  is  expressly  and  clearly  understood  that  if,  at  any 
time,  the  COMPTROLLER,  in  his  sole  discretion,  deems  it  appropriate 
in  fulfilling  the  responsibilities  placed  upon  the  COMPTROLLER  by 
the  several  laws  of  the  United  States  of  America,  to  undertake  any 
action  affecting  the  BANK,  nothing  in  this  Agreement  shall  in  any 
way  inhibit,  estop,  waive,  bar  or  otherwise  impede  or  prevent  the 
COMPTROLLER  from  so  acting. 

ARTICLE  XIII 

(23)  The  provisions  of'this  Agreement  shall  continue  in  full 
force  and  effect  until,  unless,  or  inasmuch  as  such  provisions 
shall  be  modified,  suspended,  excepted,  waived  or  terminated  by 
mutual  consent  of  the  parties  of  this  Agreement. 

IN  TESTIMONY  WHEREOF,  the  undersigned,  designated  by 
the  Comptroller  of  the  Currency  as  his  representative,  has  hereunto 
set  ~his  hand  on  behalf  of  the  COMPTROLLER. 

COMPTROLLER  OF  THE  CURRENCY  Date 
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By:   Donald  L.  Tarleton 

Regional  Administrator  of  National  Banks 
Sixth  National  Bank  Region 


IN  TESTIMONY  WHEREOF,  the  undersigned  Directors  of  the  BANK 
have  hereunto  set  their  hands,  on  behalf  of  the  BANK. 


Thomas  J /  Brown,  Sr. 
R.  M.  Dobbs 


Tom  B.  David 
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William  B.  David 
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T.  Bertram  Lance 
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Chairman  St  Germain.  On  page  3  you  mention  on  November  2 
the  visitation  report  to  the  Calhoun  bank  by  Mr.  A.  Lee  was 
received  and  you  noted  an  absence  of  $625,000  in  capital.  That  is 
November  2,  1976.  Actually,  Mr.  Lee  has  been  quoted  as  saying 
pressure  was  applied  to  him.  Do  you  know  anything  about  that? 

Mr.  Tarleton.  Could  you  tell  me  where  you  are  reading,  please? 
Oh,  I  see. 

Chairman  St  Germain.  Page  3  of  your  affidavit. 

Mr.  Tarleton.  Mr.  Chairman,  the  agreement  called  for  the  injec- 
tion of  an  additional  $625,000.  Of  that,  $400,000  was  injected  and 
that  was  done  shortly  after  the  agreement  was  put  in  place.  There 
was  an  attempt  to  sell  the  additional  $225,000,  as  I  understand  it, 
and  that  attempt  was  not  successful. 

Chairman  St  Germain.  Do  you  know  where  the  $400,000  came 
from? 

Mr.  Tarleton.  I  do  not. 

I  would  like  to  address  the  latter  part  of  your  question,  however, 
regarding  the  Ashley  Lee  matter.  This  is  another  one  of  those 
allegations  which  appeared  in  the  New  York  Times.  I  would  like  to 
state  that  is  absolutely  false  and  that  Mr.  Lee  himself  was  both 
outraged  and  very  disappointed  in  it. 

Chairman  St  Germain.  Mr.  Hubbard? 

Mr.  Hubbard.  Thank  you,  Mr.  Chairman. 

I  would  like  to  thank  Mr.  Bloom,  Mr.  Tarleton,  and  the  represen- 
tatives from  the  National  Bank  of  Georgia,  and  the  Calhoun  First 
National  Bank  for  being  with  us  this  morning. 

The  Federal  Government,  as  we  know,  has  been  shaken  by  nu- 
merous crises  of  confidence  in  our  leaders  over  the  past  few  years. 
Our  citizens  abhor  impropriety  in  the  conduct  of  Government  offi- 
cials. Equally  important,  our  citizens  abhor  the  appearance  of  im- 
propriety. 

The  Office  of  the  Comptroller  of  the  Currency  is  to  be  commend- 
ed for  its  indepth  inquiry  into  certain  matters  relating  to  0MB 
Director  Bert  Lance  and  various  financial  institutions. 

In  reviewing  each  of  the  dealings  which  were  the  subject  of  this 
inquiry,  I  noted  there  appears  to  be  no  violation  of  applicable  laws 
or  regulations  relating  to  national  banks.  Even  though  there  may 
not  have  been  a  violation  of  applicable  laws  or  regulations,  the 
appearance  of  impropriety  is  nonetheless  overwhelming.  Perhaps  it 
is  time  to  revise  the  applicable  laws  and  regulations.  Perhaps  there 
is  substantive  impropriety  lurking  beneath  the  facade  of  black 
letter  compliance  with  the  law. 

Mr.  Bloom,  this  question:  In  many  cases  Mr.  Bert  Lance  held 
personal  loans  from  banks  in  which  his  own  banks  had  made 
interest-free  deposits  under  a  correspondent  relationship.  Such  de- 
posits raise  the  issue  of  illegal  use  of  bank  funds,  compensating 
balances  for  the  personal  loans. 

The  Comptroller  has  remarked  on  the  recurring  pattern  linking 
bank  relationships  and  loans.  In  the  case  of  Chemical  Bank,  he 
said  the  correspondent  relationship  was  apparently  established  "in 
part  because  Chemical  lent  money  to  Mr.  Lance"  as  well  as  to  the 
interests  of  another  National  Bank  of  Georgia  official.  Question: 
Under  our  current  laws,  does  one  have  to  prove  a  meeting  of  the 
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minds,  making  the  deposit  a  condition  of  the  loan,  and  if  so,  how 
can  such  a  meeting  of  the  minds  be  conclusively  established? 

Mr.  Bloom.  That  is  a  very  technical  legal  area,  Mr.  Hubbard. 
You  are  dealing  in  an  area  of  corporate  law  which  extends  beyond 
banking. 

You  start  with  the  simple  proposition  that  it  is  a  violation  of 
fiduciary  duty  to  shareholders;  for  managers  of  corporations  to  use 
corporate  funds  for  their  personal  benefit.  This  is  not  something 
unique  to  bankers.  The  problem  which  exists  is  in  connection  with 
the  use  of  corporate  free  depositable  funds  as  well.  In  my  opinion, 
under  the  existing  law,  this  is  a  civil  area  we  are  dealing  with,  an 
area  of  corporate  waste  perhaps.  The  proof  of  that  would  be  re- 
quired in  a  civil  action  brought  by  a  shareholder  against  the  officer 
in  question  and  would  not  be  nearly  as  heavy  as  the  one  you  just 
described.  However,  I  have  attorneys  within  my  organization  who 
think  that  the  use  of  corporate  funds  in  such  a  manner  could  also 
constitute  a  criminal  misapplication  of  bank  funds;  in  other  words, 
when  it  is  an  interbank  situation,  where  the  depositor  is  a  bank. 

I  am  not  sure  I  agree  with  that  as  a  lawyer. 

You  know,  there  is  an  old  saying,  if  you  get  two  lawyers  together 
you  get  three  opinions.  However,  if  there  is  criminal  misapplication 
involved  in  the  compensating  balance  loans,  the  degree  of  proof  is 
much  higher. 

Now,  we  have  had  several  attempted  prosecutions  under  that 
theory,  some  of  which  have  succeeded  and  some  of  which  have  not. 
But  if  you  are  in  a  criminal  court,  the  answer  to  your  question  is 
that  you  have  to  prove  it  under  the  heavier  burden  of  proof  in 
criminal  cases,  and  if  you  are  in  a  civil  court  it  wouldn't  have  to  be 
as  heavy  as  you  make  it. 

Mr.  Hubbard.  Mr.  Bloom,  you  have  described  this  as  similar  to 
corporate  waste? 

Mr.  Bloom.  Yes. 

Mr.  Hubbard.  Wouldn't  you  agree  that  it  would  be  wise  for  the 
Congress  to  prohibit  correspondent  banks  from  making  personal 
loans  to  bank  officers  in  Mr.  Lance's  position,  where  you  have 
interest-free  deposits? 

Mr.  Bloom.  Do  you  mean  you  are  proposing  law  which  would 
prohibit 

Mr.  Hubbard.  Correspondent  banks  from  making  personal  loans 
to  bank  officers  in  Mr.  Lance's  position,  where  you  have  interest- 
free  deposits. 

Mr.  Bloom.  From  what  I  know  of  the  way  the  correspondent 
banking  works  in  this  country  and  its  importance  to  niany  sniall 
institutions,  where  I  would  personally  see  great  benefit  in  avoiding 
even  the  appearance  of  impropriety,  I  am  not  ready,  today,  to 
express  a  firm  opinion  on  the  legislation  itself,  because  there  are 
also  some  useful  situations  where  such  a  statute  would  prevent  the 
transfer  of  a  bank  to  new  hands  where  it  is  very  much  to  the 
benefit  of  the  community  for  that  to  happen.  It  is  a  fairly  complex 
question. 

Mr.  Hubbard.  But  you  could  see 

Mr.  Bloom.  I  could  see  real  benefits. 
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Mr.  Hubbard.  You  can  see  how  the  Bert  Lance  situation  could 
cause  the  American  public  to  urge  the  members  of  this  committee 
to  take  up  and  pass  such  legislation? 

Mr.  Bloom.  I  certainly  foresee  a  great  deal  of  interest  in  that 
relationship,  yes,  sir. 

Mr.  Hubbard.  Mr.  Tarleton,  the  writing  of  overdrafts  of  some 
$100,000  on  a  checking  account  at  the  Calhoun  bank  while  running 
for  public  office  certainly  raises  the  question  of  a  person's  impro- 
priety. An  embezzlement  of  nearly  $1  million  from  a  small  bank  in 
Calhoun  does  not  speak  well  for  the  administrative  capability  of 
the  leaders  of  that  bank.  I  am  certain  that  the  stockholders  in  the 
National  Bank  of  Georgia  surely  were  troubled  to  learn  shortly 
after  Mr.  Lance  left  the  bank  that  the  bank's  financial  problems 
were  serious  enough  to  preclude  paying  of  a  stockholders'  dividend. 

Would  you  please  tell  us  whether  in  your  opinion  you  consider 
these  problems  which  befell  these  two  banks,  can  be  attributed  to 
irresponsible  management? 

Mr.  Tarleton.  I  think  that  clearly  in  the  case  of  Calhoun  First 
National  Bank  there  were  some  management  problems.  Please 
keep  in  mind  that  to  the  best  of  my  knowledge  the  two  officers 
primarily  responsible  for  the  operation  of  that  bank  had  worked  in 
that  bank  all  of  their  lives.  They  had  never  had  any  exposure  to 
any  other  banks,  and  I  am  not  offering  these  comments  in  anyone's 
defense,  but  under  those  circumstances — and  I  have  seen  it  occur 
before — there  is  not  an  opportunity  for  bank  officers  in  this  envi- 
ronment to  really  develop  the  type  of  management  expertise  that 
they  really  should  have  to  run  those  banks. 

Mr.  Hubbard.  Are  such  management  practices  common? 

Mr.  Tarleton.  No,  sir,  I  would  not  say  they  are  common. 

Mr.  Hubbard.  What  are  the  examiners  for? 

Mr.  Tarleton.  The  examiner's  function  is  to  determine  the  basic 
solvency  of  the  bank  and  for  compliance  with  the  national  banking 
statutes. 

Mr.  Hubbard.  Don't  you  agree,  and  don't  you  think  most  people 
would  agree  that  the  only  way  to  prevent  this  occurring  in  the 
future  is  to  have  the  Congress  or  the  Office  of  the  Comptroller 
prohibit  them? 

Mr.  Tarleton.  What  are  you  speaking  of?  Prohibiting  what? 

Mr.  Hubbard.  Overdrafts,  certainly  of  this  magnitude,  at  no  cost 
to  the  party  who  overdraws. 

Mr.  Tarleton.  I  am  not  convinced  that  overdraft  problems  occur 
with  such  frequency  that  it  is  in  the  public  interest  to  prevent  one 
of  our  wives  from  accidently  writing  a  check  in  excess  of  the 
balance  and  overdrawing  the  account  $5. 

Mr.  Hubbard.  They  do  pay  a  penalty,  don't  they?  Most  people  do 
have  to  pay  a  penalty  for  overdrawing  in  many  banks? 

Mr.  Tarleton.  It  depends  on  bank  policy,  but  there  should  be, 
and  in  most  instances  I  am  sure  there  is,  some  type  of  a  charge 
assessed  for  overdrawing  the  account.  Now  that  can  either  be  a  flat 
fee  or  a  simple  interest  charge. 

Mr.  Hubbard.  A  little  bit  of  a  charge  would  be  in  order,  wouldn't 
it,  for  overdrawing  $110,000? 

Mr.  Tarleton.  Without  a  doubt,  certainly. 
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Mr.  Hubbard.  This  last  question  to  either  Mr.  Bloom  or  Mr. 
Tarleton:  With  the  precedent  set  in  this  case,  shall  the  Lance  case 
cause  your  Office,  Mr.  Bloom,  enforcement  problems  in  the  future? 
There  is  one  ongoing  suit  in  North  Carolina  which  keeps  mention- 
ing the  Bert  Lance  case  as  precedent. 

Mr.  Bloom.  I  don't  know  in  what  area  a  precedent  in  this  case 
would  cause  enforcement  problems  for  us.  If  anything,  the  fallout 
from  all  of  this  would  probably  be  beneficial. 

Mr.  Hubbard.  In  what  way? 

Mr.  Bloom.  I  am  sure  that  bankers  around  the  country  are  sort 
of  on  their  toes,  while  all  this  is  going  on,  at  least  while  it  is  going 
on.  I  would  hope  for  some  time  thereafter. 

Mr.  Hubbard.  I  can  assure  you  that  most  of  the  bankers  in  the 
district  I  represent  in  Congress  are  highly  chagrined  at  this  situa- 
tion. 

Mr.  Bloom.  Yes,  I  would  agree  with  that. 

Chairman  St  Germain.  Mr.  Tarleton,  on  your  answer  to  over- 
drafts, you  look  at  a  $500,000  overdraft  there  by  the  Lance  family. 
That  is  not  similar  to  your  wife  making  a  mistake  in  a  checkbook. 

Mr.  Tarleton.  Mr.  Chairman,  I  understood  the  question  of  Mr. 
Hubbard  to  be  directed  to  the  outlawing  of  all  overdrafts  by  any- 
body. 

Mr.  Hubbard.  There  is  nothing  wrong  with  charging  a  little  fee 
for  overdrawing,  say,  up  to  $110,000. 

Mr.  Tarleton.  Certainly  the  stockholders  of  the  bank  are  enti- 
tled to  a  return  on  the  moneys  that  are  loaned  out,  yes,  sir.  I  would 
like  to  point  out.  Congressman,  that  interest  charges  were  paid 
after  June  1974.  It  is  my  understanding  that  that  was  the  case. 

Mr.  Hubbard.  On  the  overdrafts? 

Mr.  Tarleton.  Yes,  sir. 

Mr.  Hubbard.  Does  the  bank  now  charge  for  overdrafts? 

Mr.  Tarleton.  Fortunately,  I  don't  know.  I  am  sure  they  do.  All 
banks  that  I  am  aware  of  do  impose  some  type  of  a  charge  for 
overdrafts. 

Mr.  Hubbard.  But  Mr.  Lance's  bank  did  not  as  to  his  own 
account? 

Mr.  Tarleton.  Up  until  June  1974  I  understand  that  was  the 
practice. 

Chairman  St  Germain.  Thank  you.  I  would  like  to  ask  both  of 
you  a  question. 

If  John  Doe  goes  to  borrow  money  from  a  bank,  with  no  collater- 
al, would  you  consider,  when  you  are  looking  at  a  loan  portfolio,  a 
rate,  prime  rate,  being  charged,  with  no  collateral  as  a  favorable 
loan,  or  an  exceptionally  fine  deal,  so  to  speak? 

Mr.  Tarleton.  I  don't  think  that  question  can  be  answered  based 
upon  the  facts  given.  If  the  creditworthiness  is  there,  and  it  cer- 
tainly  

Chairman  St  Germain.  There  is  no  collateral,  sir. 

Mr.  Tarleton.  Well,  the  primary  creditworthiness. 

Chairman  St  Germain.  And  no  financial  statement  obviously. 

Mr.  Bloom.  No  financial  statement? 

Chairman  St  Germain.  Obviously  not,  no.  In  this  particular  case 
there  is  still  a  financial  statement  to  be  found  that  is  accurate.  Let 
us  be  more  specific.  Would  it  be  proper  for  a  bank  to  lend  money  to 
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Mr.  Lance  with  no  collateral,  in  substantial  amounts,  at  the  prime 
rate,  or  would  you  say  that  they  ought  to  charge  a  little  over  prime 
without  any  collateral,  as  a  member  of  the  Comptroller's  Office, 
looking  at  a  loan  portfolio? 

Mr.  Bloom.  Actually,  rate  is  not  something  v/hich  the  Govern- 
ment imposes  on  loans.  This  is  a  management  decision. 

Chairman  St  Germain.  Excuse  me,  Mr.  Bloom.  Come  on.  You  as 
the  Comptroller,  when  you  are  examining,  you  look  at  a  loan 
portfolio,  you  are  supposed  to  look  at  collateral,  you  are  supposed 
to  look  at  the  financial  status  of  the  borrower,  and  you  are  sup- 
posed to  look — you  look  at  the  rates  to  make  sure  that  this  bank 
can  survive. 

After  all,  if  they  lend  out  at  a  rate  similar  to  what  they  are 
paying,  they  have  got  no  spread,  how  can  they  survive,  particularly 
if  they  lend  out  on  a  loan  with  no  collateral? 

Mr.  Bloom.  Mr.  Chairman,  it  would  help  if  you  would  identify 
the  loan  that  you  are  talking  about. 

Chairman  St  Germain.  We  will.  I  thought  perhaps  you  would  be 
a  little  more  outgoing  and  forthright  on  that  question,  without 
applying  it  to  anyone  specifically. 

Just  in  the  ordinary  course  of  business,  do  banks  usually  lend 
money  to  borrowers  at  prime  rate  without  requesting  any  collater- 
al? 

Mr.  Bloom.  It  depends  on  who  the  borrower  is,  Mr.  Chairman. 

Mr.  Tarleton.  Mr.  Chairman,  may  I  address  that? 

Chairman  St  Germain.  Certainly. 

Mr.  Tarleton.  It  is  not  normal  practice  for  banks  nor  should  it 
be  normal  practice  for  banks  to  lend  money  with  the  primary 
payment  of  the  loan  predicated  upon  that  collateral.  The  repay- 
ment of  the  loan  must  surely  be  based  upon  known  sources  of 
income  of  that  borrower,  with  additional  support  provided  perhaps 
through  collateral,  perhaps  through  other  assets  that  that  borrow- 
er is  known  to  have. 

So,  an  extremely  creditworthy  borrower,  where  the  repayment  of 
the  loan  is  virtually  assured,  absolutely  assured,  that  loan  should 
command  a  very  favorable  rate,  even  without  collateral. 

Chairman  St  Germain.  So  you  are  saying  if  John  Doe  wants  to 
buy  a  home,  he  gets  a  mortgage  on  that  house,  and  he  is  paying 
sometimes  a  couple  of  points  above  prime.  That  is  practice.  That  is 
general  practice  in  banking,  is  it  not  correct? 

Mr.  Tarleton.  Yes,  sir. 

Chairman  St  Germain.  All  right.  So  they  look  at  his  repayment 
ability.  No.  1.  But  they  also  take  that  house  as  collateral.  They 
have  a  mortgage  on  that  house,  so  they  are  protected  in  that 
manner.  They  look  at  the  house  to  make  sure  it  is  worth  the 
money  the  borrower  is  paying. 

Yet,  you  are  saying  if  the  borrower  has  an  income  of  $150,000  a 
year,  as  opposed  to  $35,000  or  $40,000  a  year,  he  should  get  a  better 
rate  on  his  mortgage  on  his  home? 

Mr.  Tarleton.  I  think  most  mortgage  lenders  enter  into  their 
loans  with  substantial  reliance  upon  the  collateral — not  to  mention 
the  favorable  credit  factors  involved  with  the  person's  credit  rating, 
and  job  income,  and  that  sort  of  thing. 

Chairman  St  Germain.  All  right. 
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Mr.  Tarleton.  But  the  mortgage  loan  is  a  bit  different. 

Chairman  St  Germain.  We  will  return  to  that  later  on. 

Mr.  Derrick? 

Mr.  Derrick.  As  I  interpreted  your  question  it  is  not  an  uncom- 
mon banking  practice  if  a  borrower  comes  in  with  a  strong  finan- 
cial statement,  and  a  strong  credit  rating,  to  loan  him  money  at  a 
favorable  rate  of  interest  without  collateral,  is  it? 

Mr.  Tarleton.  How  would  you  define  "favorable"? 

Mr.  Derrick.  Well,  whatever.  If  you  have  a  strong  financial 
statement,  and  a  strong  credit  rating,  10  percent  of  what  his  net 
worth  is,  or  something  like  that,  15  percent,  whatever  the  gage 
might  be. 

Mr.  Tarleton.  Yes. 

Mr.  Derrick.  That  is  a  common  practice,  isn't  it? 

Mr.  Tarleton.  In  the  scenario  you  described,  a  favorable  rate 
would  be  given  I  would  say  based  upon  the  scale  at  which  your 
bank  is  charging  rates,  the  rate  charged  that  borrower  would  be 
towards  the  low  end  of  the  scale. 

Mr.  Derrick.  Because  when  the  man  signs  the  note,  he  in  effect 
is  putting  all  of  his  assets  on  the  line  for  repayment  of  it,  correct? 

Mr.  Tarleton.  Yes. 

Mr.  Derrick.  Thank  you.  No  further  questions. 

Chairman  St  Germain.  Mr.  LaFalce? 

Mr.  LaFalce.  Mr.  Tarleton,  you  have  indicated  that  the  agree- 
ment with  Calhoun  was  terminated  without  any  request  for  that 
action  being  made  by  Calhoun,  or  representatives  of  Calhoun.  I 
believe  in  response  to  the  question  from  the  chairman,  you  indicat- 
ed that  it  was  done  unilaterally.  Is  that  correct? 

Mr.  Tarleton.  Yes,  sir. 

Mr.  LaFalce.  By  the  terms  of  the  agreement 

Mr.  Rousselot.  Would  the  gentleman  yield? 

Mr.  LaFalce.  Not  at  this  point. 

By  the  terms  of  the  agreement,  page  7,  between  OCC  and  Cal- 
houn, article  13,  the  provisions  of  this  agreement  "shall  continue  in 
full  force  and  effect  until,  unless,  or  inasmuch  as  such  provision 
shall  be  modified,  suspended,  excepted,  waived,  or  terminated  by 
mutual  consent  of  the  parties  of  this  agreement." 

So  certainly  prior  to  termination  there  had  to  be  mutual  consent, 
correct? 

Mr.  Tarleton.  This  is  a  question  that  I 

Mr.  LaFalce.  It  would  seem  to  me  for  prior  mutual  consent 
there  would  have  to  be  discussion. 

Mr.  Tarleton.  This  is  a  question  I  would  have  to  pose  to  my 
counsel,  who  gave  me  the  advice  on  the  method  and  authority  to 
rescind  the  agreement. 

Mr.  LaFalce.  Well,  now 

Mr.  Tarleton.  I  would  be  happy  to  do  that. 

Mr.  LaFalce.  I  don't  know  who  your  counsel  was.  But  it  would 
seem  difficult  as  an  attorney  who  once  represented  a  national  bank 
to  construe  mutual  consent  as  permitting  unilateral  action. 

Mr.  Tarleton.  I  did  have  a  discussion  with  my  regional  counsel 
on  that  date.  I  questioned  him,  to  be  assured  that  I  had  the  author- 
ity to  rescind  the  agreement.  He  responded  affirmatively  that  I  did 
have  that  authority.  I  asked  him  to  prepare  whatever  document 
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was  necessary  for  the  rescission  of  the  agreement.  He  complied  in 
this  way. 

Mr.  LaFalce.  Did  he  give  you  advice  verbally  or  in  writing 
regarding  your  ability  to  act  unilaterally,  as  opposed  to  by  mutual 
consent? 

Mr.  Tarleton.  The  discussion  was  verbal. 

Mr.  LaFalce.  All  right. 

Now,  there  are  two  questions — whether  or  not  you  could  do  it 
unilaterally  or  by  mutual  consent,  point  No.  1.  Point  No.  2,  your 
authority  as  Regional  Administrator  to  act  on  behalf  of  OCC,  as 
opposed  to  the  necessity  of  going  to  higher  authority. 

You  certainly  thought  it  wise  to  at  least  go  to  some  higher 
authority,  I  believe  the  Director  of  Operations  to  whom  you  are 
responsible,  Mr.  Selby,  and  discuss  the  issue  with  him.  You  appar- 
ently did  not  discuss  it — to  the  chagrin  of  Mr.  Bloom,  then  Acting 
Comptroller.  Is  that  correct? 

Mr.  Tarleton.  Yes. 

Mr.  LaFalce.  In  your  discussions  with  Mr.  Selby,  both  in  Sep- 
tember, prior  to  the  October  visitation,  and  in  November,  subse- 
quent to  the  October  visitation,  did  you  discuss  the  question  of 
whether  you  should  discuss  the  question  with  Mr.  Bloom? 

Mr.  Tarleton.  Could  you  repeat  that  again,  please? 

Mr.  LaFalce.  Yes.  Did  you  attempt  to  do  an  end  run  around  Mr. 
Bloom? 

Mr.  Tarleton.  No,  sir. 

Mr.  LaFalce.  Did  you  have  a  discussion  with  Mr.  Selby  as  to  the 
propriety  of  you  and/or  Mr.  Selby  acting  on  this  matter  without 
consulting  Mr.  Bloom? 

Mr.  Tarleton.  No,  sir. 

Mr.  LaFalce.  In  retrospect,  do  you  think  it  would  have  been  wise 
to  have  done  that? 

Mr.  Tarleton.  I  think  in  retrospect  I  should  have  been  a  more 
astute  political  observer.  But  unfortunately  I  am  from  rural  areas 
and  have  never  lived  in  the  Washington  scene,  and  quite  frankly  I 
hope  I  never  do. 

Mr.  LaFalce.  In  making  the  decision  to  terminate  the  agree- 
ment, you  undoubtedly  had  to  review  the  terms  of  the  agreement 
and  prepare  perhaps  a  mental  or  a  written  checklist  of  compliance 
with  the  terms  of  the  agreement,  correct? 

Mr.  Tarleton.  No,  sir.  The  visitation,  the  October  visitation  of 
Ashley  Lee  covers  that  point  very  well.  That  is  the  written  sum- 
mary. 

Mr.  LaFalce.  Does  this  subcommittee  have  a  copy  of  the  report 
based  upon  the  October  visitation? 

Chairman  St  Germain.  No,  we  do  not. 

Mr.  LaFalce.  I  wonder  if  the  Comptroller's  Office  could  provide 
this  subcommittee  a  copy  of  the  report  based  upon  the  October 
visitation.  Could  that  be  done,  Mr.  Bloom? 

Mr.  Bloom.  Well,  we  are  dealing  here  with  an  open  bank.  We 
have  the  usual  problem  about  confidentiality  of  examination  re- 
ports. I  certainly  would  have  no  objection  to  it,  but  I  am  going  to 
have  to  run  that  by  the  boss. 

[Availability  of  this  material  discussed  in  letter  from  Comptroller 
of  the  Currency  John  Heimann,  to  Chairman  St  Germain.] 
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Mr.  LaFalce.  Let  me  now  put  in  an  official  request  on  my  own 
behalf  in  any  event  that  it  be  submitted  to  me,  and  I  would  hope,  if 
it  is  in  violation  of  no  laws,  also  to  this  subcommittee. 

Mr.  RoussELOT.  Would  the  gentleman  yield  briefly. 

Mr.  Tarleton,  did  you  participate  in  drafting  this  original  agree- 
ment with  the  Calhoun  bank  dated  December  1975? 

Mr.  Tarleton.  Yes. 

Mr.  RoussELOT.  You  participated  in  its  drafting? 

Mr.  Tarleton.  Yes. 

Mr.  RoussELOT.  Thank  you. 

Mr.  LaFalce.  Mr.  Bloom,  or  Mr.  Tarleton,  it  is  my  understand- 
ing that  interest  was  charged  on  overdrafts  as  of  June  1974,  cor- 
rect? 

Mr.  Bloom.  After,  yes.  Starting  June  1974. 

Mr.  LaFalce.  Now,  was  the  decision  to  charge  interest  made  in 
June  1974,  or  was  it  a  decision  that  was  made  sometime  later  and 
then  put  into  effect  as  of  June  1974,  put  into  effect  retroactively? 
Do  you  understand  the  question? 

Mr.  Bloom.  Yes. 

Mr.  LaFalce.  What  is  the  answer? 

Mr.  Bloom.  I  believe  it  was  the  latter.  In  other  words,  in  re- 
sponse to  requests  from  us,  they  agreed  to  collect  interest  on  these 
overdrafts. 

Now,  the  significance  of  the  June 

Mr.  LaFalce.  Mr.  Heimann's  report  indicates  that  the  interest 
was  reimbursed  to  the  bank,  which  makes  me  think  that,  of  course, 
it  was  done  retroactively. 

Now  my  question  is  when  was  the  decision  made,  and  by  whom, 
to  charge  interest  as  of  June  1974? 

Mr.  Bloom.  I  assume  that  was  a  request  made  by  the  Regional 
Administrator's  office.  It  was  interest  incorporated  into  the  agree- 
ment or  made  at  about  the  same  time. 

Mr.  LaFalce.  Let  me  ask  the  Regional  Administrator  that  same 
question. 

Mr.  Tarleton.  That  request  was  not  incorporated  in  the  agree- 
ment. I  was  attempting  in  preparation  for  this  to  get  the  answer  to 
that  same  question.  I  was  not  able  to  find  any  reference  to  it.  I 
could  not  really  say  whether  that  was  a  self-imposed  corrective 
measure  or  whether  it  was  one  requested  by  the  Comptroller's 
Office. 

Mr.  LaFalce.  Well,  I  think  that  is  a  very  important  question  and 
I  think  the  response  is  fairly  important.  I  would  ask  for  you  to 
follow  up  and  give  us  a  written  answer  to  that  question  at  the 
earliest  possible  date. 

Mr.  Tarleton.  I  would  be  happy  to  do  it. 

Mr.  LaFalce.  All  right. 

I  would  also  like  you  to  expand  upon  that.  I  would  like  to  know 
why  we  used  a  cut-off  date  of  June  1974  when  the  practice  of 
overdrafts  ran  at  least  to  1972,  although  to  be  sure  the  overdrafts 
were  not  nearly  for  the  amount  or  for  the  duration  of  the  1974 
overdrafts,  1974  coinciding  with  the  campaign. 

Would  you  include  that  within  your  comments? 

Mr.  Tarleton.  I  would  be  delighted  to. 

Mr.  LaFalce.  Thank  you. 


128 

[At  the  time  the  Hearing  went  to  press,  no  information  for  the 
record  had  been  received  from  Mr.  Tarleton.] 

Mr.  LaFalce.  The  Comptroller's  report,  1-6,  if  you  have  the 
summary  before  you,  says  in  item  No.  14  that  the  Comptroller's 
Office  sent  a  memorandum  to  the  Department  of  Justice  on  Decem- 
ber 24,  1975,  reciting  the  facts  relating  to  these  overdrafts. 

In  its  conclusion,  it  says,  "The  Comptroller's  Office  concluded 
that  both  administrative  proceedings  and  a  criminal  referral  were 
appropriate." 

Now,  in  your  letter,  Mr.  Bloom,  of  January  18,  1977,  to  the 
Senate  committee,  I  believe  with  reference  to  that  same  quote, 
"criminal  referral,"  and  I  quote  you: 

A  full  investigation  into  the  facts  of  this  matter  was  made  by  this  Office  and  it 
was  our  conclusion  that  no  violations  of  18  U.S.C.  610  had  occurred.  However,  since 
such  determinations  can  only  be  made  officially  by  the  Department  of  Justice,  the 
facts  were  referred  to  that  Department  and  we  understand  that  after  consideration 
the  file  was  closed  as  not  warranting  further  action. 

Precisely  what  did  that  memo  of  December  24,  1975,  say,  and  do 
we  have  a  copy  of  that? 

Mr.  Bloom.  Yes,  I  believe  the  subcommittee  should  have  a  copy 
of  that  memorandum.  That  memorandum  was  written  by  John  P. 
Sherry,  an  attorney  in  our  Enforcement  and  Compliance  Section. 

[See  p.  27  for  copy  of  "Sherry  Memorandum."] 

Mr.  LaFalce.  OK.  Would  you  continue  in  answering  the  ques- 
tion? 

Mr.  Bloom.  Yes.  In  other  words,  your  question  is:  Is  there  an 
inconsistency  between  the  statement  in  the  letter  and  the  fact  that 
we  referred  this  to  Justice? 

Mr.  LaFalce.  Yes.  Precisely  what  did  the  memorandum  say? 

Mr.  Bloom.  The  memorandum  recited  the  facts  of  the  campaign 
overdrafts,  and  then  recited  the  facts  which  Mr.  Sherry  thought 
mitigated  against  the  possibility  of  a  violation.  He  concluded  that 
the  facts  probably  constituted  a  technical  violation  of  the  law 
against  campaign  contributions. 

However,  in  his  opinion — and  you  know  the  best  evidence  is  the 
memorandum  itself,  I  believe  the  language  he  used,  he  did  not 
believe  that  the  Department  of  Justice  would  prosecute,  or  that  it 
wasn't  prosecutable,  or  words  to  that  effect. 

Now,  in  earlier  drafts  of  my  letter  to  Senator  Ribicoff  I  had  used 
the  word  "prosecutable"  in  terms  of  violations.  But  I  decided  that 
the  committee  was  entitled,  and  that  Mr.  Lance  was  entitled,  from 
me  as  the  Acting  Comptroller,  to  say  whether  there  were  violations 
or  not. 

In  my  opinion,  as  a  lawyer — and  I  had  been  Chief  Counsel  of  that 
Office  for  14  years,  so  I  didn't  think  I  was  bound  by  the  way  Mr. 
Sherry  put  it,  although  I  am  not  sure  my  conclusion  was  really 
different  from  his,  or  what  Mr.  Serino,  or  what  any  other  lawyer  in 
the  place  felt. 

In  my  opinion,  because  all  of  this  was  always  done  up  front,  on 
the  books  of  the  bank,  the  campaign  overdrafts,  the  family  over- 
drafts, there  was  never  any  attempt  at  concealment.  I  might  add 
that  that  is  a  characteristic  of  Mr.  Lance,  in  my  opinion.  It  was  up 
front  and  I  don't  think  that  it  was  prosecutable,  because  it  was  on 
the  books. 
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The  first  bank  examiner  that  walked  in  there — and  they  expect- 
ed them,  they  come  in  Uke  clockwork,  about  every  8  months  or 
so — they  did  not  commit  any  criminal  violations  in  connection  with 
this  matter. 

That  was  my  opinion,  and  that  is  what  I  said  in  the  letter.  But,  it 
was  referred  to  Justice.  I  mean  it  wasn't  a  black-and-white  situa- 
tion. It  was  referred  to  Justice  because  it  was  close. 

Mr.  LaFalce.  I  do  want  to  comment  that  I  agree  with  you  that 
your  letter  certainly  did  raise  many  red  flags — if  there  was  a 
shortcoming  it  probably  is  with  the  Senate  committee  in  their 
failure  to  pursue  that  and  investigate  that  as  you  invited  them  to 
do  with  your  letter. 

Now,  Mr.  Bloom,  I  would  like  to  go  into  the  relationship  between 
the  Office  of  the  Comptroller  of  the  Currency  and  both  as  former 
Acting  Director,  Deputy,  and  certainly  as  General  Counsel,  to  the 
Office  of  the  Comptroller  of  the  Currency  to  the  relationship  be- 
tween the  Office  of  the  Comptroller  of  the  Currency  and  the  Jus- 
tice Department,  not  simply  on  this  matter  but  on  all  matters. 

Approximately  how  many  cases  per  year  do  you  refer  to  the 
Justice  Department  for  possible  prosecution,  and  approximately 
how  many  cases  does  the  Justice  Department  then  actually  pros- 
ecute, and  do  you  have  any  comment  to  make  above  and  beyond 
the  giving  of  the  facts? 

Mr.  Bloom.  I  would  have  to  get  the  numbers  for  you.  I  don't 
have  them  with  me. 

I  would  make  a  couple  of  comments.  The  totals  as  they  appear 
will  be  slanted  by  the  very  many  minor  types  of  teller  misappropri- 
ations that  are  involved.  I  would  also  say  in  relation  to  these 
compensating  balance  cases  we  have  referred  many,  many  of  those 
cases  to  Justice,  and  very  few  have  resulted  in  prosecution  and 
that  the  results  in  those  few  have  been  very  mixed,  indeed,  in 
terms  of  the  courts  and  juries  accepting  it  was  a  criminal  violation. 

Response  Received  from  Mr.  Bloom 

A  review  of  the  recordkeeping  system  maintained  by  this  Office  precludes  any 
estimation  of  the  number  of  matters  of  all  types  referred  to  the  Department  of 
Justice  for  possible  prosecution.  In  any  event,  this  Office  has  no  knowledge  of  the 
number  of  such  cases  actually  prosecuted  by  the  Department  of  Justice. 

Mr.  LaFalce.  I  could  go  on,  but  I  think  I  better  defer  to  someone 
else. 

Chairman  St  Germain.  Mr.  Wylie? 

Mr.  Wylie.  Thank  you,  Mr.  Chairman. 

Getting  back  to  a  series  of  questions  by  Mr.  Hubbard  a  little 
while  ago,  are  you  aware  of  any  State  laws  which  prohibit  over- 
drafts by  bank  directors  or  members  of  the  families  of  bank  direc- 
tors? 

Mr.  Bloom.  I  am  not,  Mr.  Wylie.  But  I  must  say  that  in  all  of 
this  discussion  about  overdrafts,  there  is  a  technical  point  which 
we  really  should  clear  and  that  is  that  there  is  a  difference  be- 
tween writing  a  check,  delivering  it  to  a  grocer  or  somebody,  know- 
ing that  you  don't  have  the  money  in  the  account  and  knowing  full 
well  that  the  bank  is  going  to  bounce  that  check.  That  is  a  fraud  on 
the  grocer. 
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What  we  have  in  this  situation  has  nothing  to  do  with  those 
statutes  at  all.  At  all  times  I  am  sure  that  Mr.  Lance  or  Mrs.  Lance 
or  any  of  these  relatives  were  confident  that  these  checks  would  be 
honored.  So  that  that  whole  range  of  laws  has  no  application  to 
this  matter.  We  are  talking  about  what  I  would  call  informal  loan 
making  and  questions  of  proper  interest. 

Mr.  Wylie.  Why  do  you  reach  the  conclusion  that  they  would 
always  be  honored,  even  though  there  wasn't  any  collateral  or  they 
were  overdrawn? 

Mr.  Bloom.  I  guess  I  am  basing  it  mostly  on  what  occurred,  on 
the  events. 

Mr.  Wylie.  I  think  you  have  reason  to  base  it  on  what  occurred. 
I  refer  again,  Mr.  Tarleton,  to  your  testimony  on  page  3  where  you 
say: 

The  checking  accounts  of  nine  relatives  revealed  overdrafts  over  the  period  Janu- 
ary 1972  to  December  1975.  During  the  peak  period  of  activity  for  these  nine 
individuals,  September  1974  to  April  1975,  overdrafts  totaled  in  the  amount  of  the 
$200,000  to  $450,000  range.  Certain  of  the  overdrafts  amounted  to  extensions  of 
credit  to  executive  officers,  including  Mr.  Lance,  in  excess  of  the  amounts  permissi- 
ble under  12  U.S.C.  375(a). 

Why  didn't  you  conclude  at  that  time  or  why  haven't  you  con- 
cluded now  that  that  was  a  violation  of  the  law? 

Mr.  Bloom.  Exceeding  the  extension  of  credit  to  an  executive 
officer  was  a  violation  of  the  law,  but  section  375(a)  has  no  penal- 
ties. It  is  not  a  criminal  provision. 

Mr.  Wylie.  The  overdrafts  were  illegal,  weren't  they?  I  mean, 
how  can  you  reach  any  other  conclusion? 

Mr.  Bloom.  Illegal — in  the  sense  of — well,  I  am  not  sure,  you 
know,  really  whether  they  were  illegal  or  not  in  terms  of  most 
statutes  I  am  aware  of.  They  certainly  were  not  illegal,  in  my 
opinion,  in  the  sense  of  the  type  of  State  statute  I  just  referred 
to 

Mr.  Wylie.  The  type  of  State  statutes.  There  is  one  State  statute 
which  has  just  been  called  to  my  attention,  in  the  State  of  Pennsyl- 
vania, where  overdrafts  call  for  a  fine  of  $1,000  or  1  year  in  the 
slammer.  This  applies  to  officers  and  employees  and  directors  of 
banks. 

Mr.  Bloom.  Could  you  read  the  whole  thing,  Mr.  Wylie?  I  mean 
the  operative  parts. 

Mr.  Wylie.  It  says,  "No  director,  trustee,  officer,  employee,  attor- 
ney, or  affiliate  of  an  institution  shall  receive  anything  of  value  for 
procuring  or  attempting  to  procure  any  loan  from  or  investment  by 
the  institution,"  and  this  is  the  operative  part,  "overdraw  his  de- 
posit account  in  the  institution.  A  violation  of  this  shall  be  subject 
to  penalty  provisions  of  this  act,"  and  then  on  down  later  it  says, 
"A  person  convicted  of  knowingly  overdrawing  his  account  may  be 
convicted  to  1  year,  and  pay  a  penalty  of  $1,000." 

Mr.  Bloom.  There  is  no  comparable  Federal  law. 

Mr.  Wylie.  There  is  no  comparable  Federal  law,  that  is  true, 
except  that  his  statute  here,  section  375(a),  specifically  says  that  a 
member  bank  may  make  extensions  of  credit  not  otherwise  specifi- 
cally authorized  under  this  section  to  any  executive  officer  of  the 
bank  not  exceeding  the  aggregate  amount  of  $5,000  outstanding  at 
any  one  time. 
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Mr.  Bloom.  Yes,  sir,  but  that  is  not  a  criminal  statute.  That  is 
not  referrable  to  the  Department  of  Justice. 

Mr.  Wyue.  Is  it  an  unsound  banking  practice? 

Mr.  Bloom.  If  it  is  done  without  prearrangement  on  the  payment 
of  interest.  I  don't  see  anything  wrong  with  it  as  long  as  interest  is 
paid,  and  everybody  knows  it  is  a  prearranged  extension  of  credit 
and  proper  interest  is  paid. 

Mr.  Wyue.  Then  you  think  it  would  be  all  right  for  a  bank 
director  to  draw  even  up  in  the  amount  of  the  $450,000  range? 

Mr.  Bloom.  By  prearrangement,  and  if  his  credit  is  good  for  it.  It 
is  a  way  of  extending  credit. 

Mr.  Wyue.  Why  did  you  send  the  matter  to  the  Department  of 
Justice,  then? 

Mr.  Bloom.  Because  of  the  campaign  committee  aspects  of  it.  The 
only  matters  that  were  sent  to  Justice  were  those  having  to  do 
with  the  Lance  for  Governor  campaign  accounts. 

Now  there  is  a  law,  18  U.S.C.  610,  which  prohibits  national  banks 
from  making  contributions  in  connection  with  political  campaigns, 
and  up  until  recently  it  also  prohibited  making  loans  in  connection 
with  political  campaigns.  It  now  permits  the  making  of  loans,  but 
only  on  normal  credit  standards. 

Mr.  Wyue.  I  have  that  statute  right  here,  18  U.S.C.  610.  It  says: 

It  is  unlawful  for  any  national  bank  or  any  corporation  organized  by  authority  of 
any  law  of  Congress  to  make  a  contribution  or  expenditure  in  connection  with  any 
election  to  any  political  office. 

So  you  have  sent  this  matter  to  the  Justice  now  because  you 
suspect  there  is  a  violation  of  that  statute? 

Mr.  Bloom.  Yes,  sir,  but  we  sent  it,  not  now,  we  sent  it  in  1975, 
December  24,  1975,  as  a  Christmas  present  to  the  Department  of 
Justice. 

Mr.  Wylie.  But  that  wasn't  referred  to  in  the  letter  to  Senator 
Ribicoff,  was  it,  Mr.  Bloom? 

Mr.  Bloom.  Yes,  that  was  referred  to. 

Mr.  Wylie.  The  fact  that  you  sent  it  over  to  the  Justice  Depart- 
ment for  a  possible  violation? 

Mr.  Bloom.  Yes,  sir,  that  is  referred  to  in  the  letter. 

Mr.  Wylie.  I  will  take  a  look  at  that. 

You  keep  returning  to  the  claim  that  the  overdrafts  at  no  time 
endangered  the  soundness  of  the  bank.  But  the  overdrafts  of  the 
type  that  Mr.  Lance  made  were  a  violation  of  the  law.  I  submit 
they  were  a  violation  of  section  375(a),  and  you  think  maybe  they 
were  not. 

Mr.  Bloom.  No,  no.  If  they  exceeded  $5,000  to  Mr.  Lance  person- 
ally— the  only  one  covered  by  section  375(a)  was  Mr.  Lance.  Section 
375(a)  only  covers  executive  officers  of  banks,  not  their  wives.  It  is 
a  very  loose  statute  in  my  opinion,  Mr.  Chairman,  because  it  only 
covers  the  individual.  So  that  any  time  that  Mr.  Lance  personally 
was  overdrawn  over  $5,000,  he  was  in  violation  of  section  375(a). 
But  that  is  not  a  criminal  statute  and  is  strictly  a  bank  regulatory 
matter. 

Mr.  Wyue.  You  said  sometime  during  the  course  of  your  testimo- 
ny here  this  morning  that  you  assumed  that  the  President-elect 
knew  of  Mr.  Lance's  problems  at  the  Calhoun  bank. 

Mr.  Bloom.  Yes,  sir. 
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Mr.  Wyue.  You  did  say  that.  Could  you  review  your  testimony 
and  tell  us  why  you  assumed  that  the  President  knew  of  Mr. 
Lance's  problems  at  the  Calhoun  bank? 

Mr.  Bloom.  Because  on  December  1,  1976,  I  had  a  telephone 
conversation  with  Judge  Sidney  Smith  and  Mr.  John  Moore  in 
which  I  reviewed  with  them  at  length  the  matter  of  the  campaign 
committee  overdraft  referral  to  the  Department  of  Justice. 

I  reviewed  the  existence  of  the  enforcement  agreement  with  the 
Calhoun  bank.  I  reviewed  the  existence  of  the  Lance  and  David 
family  overdraft  problems  at  Calhoun.  The  Chicago  Sun  Times  and 
the  Washington  Post  quoted  Mr.  Moore  as  saying  that  "after  I 
hung  up  with  Mr.  Bloom,  I  telephoned  Mr.  Carter." 

Mr.  Smith  and  Mr.  Moore  evidently  telephoned  Mr.  Carter  to- 
gether and  read  the  draft  press  release  which  by  that  time  they 
might  have  had  a  telex  copy  in  their  possession  because  I  telexed  a 
copy  of  that  draft  to  them  and  they  read  that,  it  is  my  understand- 
ing, to  the  President-elect  at  that  time. 

Now,  that  draft  press  release  described  the  existence  of  the  en- 
forcement agreement.  It  described  the  fact  that  the  campaign  com- 
mittee overdrafts  had  been  referred  to  the  Justice  Department.  I 
believe  it  also  mentioned  the  family  overdrafts.  I  should  have  a 
copy  of  that  here  somewhere. 

Mr.  Wylie.  But  the  family  overdrafts  were  not  mentioned  in  that 
communication. 

Chairman  St  Germain.  Excuse  me.  You  say  that  you  feel  you 
have  a  copy  of  that  proposed  press  release? 

Mr.  Bloom.  Yes,  sir;  I  do. 

Chairman  St  Germain.  Could  it  be  submitted  to  the  subcommit- 
tee for  the  record  at  this  point? 

Mr.  Bloom.  Yes,  sir. 

Chairman  St  Germain.  Without  objection,  so  ordered. 

[At  the  request  of  Chairman  St  Germain,  the  following  material 
was  submitted  by  Mr.  Bloom  for  inclusion  in  the  record:] 
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Washington,  D  C  20219 

First  Deputy  Comptroller 

September  7,  1977 


Dear  Xr.  Chairman: 

I  testifie-  about  a  telephone  conversation  held  on  December  1, 
1976,  with  Messrs.  Sidney  Smith  and  John  Moore,  and  a  never-issued 
prees  release  which  was  discussed  during  that  conversation.   I 
supplied  the  Committee  yesterday  with  a  copy  of  what  I  believe 
was  the  final  version  of  that  never-issued  press  release.   I  may 
not  have  made  it  clear  yesterday  that  there  vrere  other  versions 
of  the  release  typed  during  my  discussions  with  Judge  Smith  on 
December  1,  1976,  and  the  following  day.   The  release  which  I 
furnished  the  Committee  yesterday  is  the  only  draft  in  my  pos- 
session.  I  believe  it  represents  Che  final  version,  but  the 
record  should  indicate  that  I  cannot  be  absolutely  certain  of 
that  fact. 


Sincerely, 


sbert  Bloom 
First  Deputy  Comptroller 
of  the  Currency 


The  Honorable  Femand  J.  St  Germain,  Chairman 
Subcommittee  on  Financial  Institutions, 
Supervision,  Regulation  and  Insurance 
Committee  on  Banking,  Currency  and  Housing 
Washington,  D.  C.   20515 


134 


Robert  Bloom,    Acting  Comptroller  of  the  Currency,  issued  the 
following  statement  today: 

In  1975  Calhoun  First  National  Bank,    of  which  Mr.    Bert  Lance 
is  Chairman  of  the  Board,   as  did  many  other  banks  in  the  country, 
encountered  loan  portfolio  difficulties  associated  with  the  decline  of 
the  construction  industry  and  related  businesses.     A  former  officer 
of  the  bank  was  also  discovered  to  have  committed  a  substantial  defalcation 
by  means  of  fictitious  loans  and  excessive  loans  to  his  own  interests. 
As  a  result,    the  bank  suffered  a  significant  loss  in  earnings  in  1975 
requiring  an  injection  of  additional  capital  funds. 

During  the  bank's  regular  examination,   questions  also  were 
raised  by  the  National  Bank  Examiners  concerning  overdrafts  in  the 
accounts  maintained  by  the  Lance  for  Governor  Campaign  Committee 
during   1974  and  certain  other  accounts.     These  overdrafts  did  not  cause 
any  losses  to  the  bank,    but  may  have  constituted  technical  violations  of 
restrictions  on  national  banks  or  deviations  from  standard  banking  practices. 

In  December   1975  the  Board  of  Directors  of  the  bank  entered  into 
a  voluntary  agreement  with  the  Office  of  the  Comptroller  of  the  Currency 
to  effect  appropriate  corrective  measures.     Additional  capital  was  raised, 
classified  loan  totals  were  lowered,    a  well  qualified  senior  loan  officer 
was  hired,    earnings  were  improved  significantly  and  the  questioned 
practices  were  halted.     The  agreement  of  the  bank  directors  was  voluntary 
and  no  proceedings  or  charges  were  brought  against  the  bank  or  its  present 
officers  in  connection  with  the  matter. 

In  view  of  the  progress  reflected  in  the  most  recent  visitation  to  the 
bank  by  National  Bank  Examiners  in  October  of  1976,   the  Regional 
Administrator  of  National  Banks  in  Atlanta  advised  the  bank  in  November 
that  the  agreement  between  the  Board  of  Directors  and  the  Comptroller's 
office  was  no  longer  necessary  and  could  be  considered  rescinded. 

Mr.    Lance  on  behalf  of  the  Calhoun  First  National  Bank  has 
consented  to  the  release  of  the  above  information  from  the  examination 
report  files  of  the  subject  bank. 
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Mr.  Wylie.  In  your  letter  to  Mr.  Ribicoff  you  said: 

As  has  been  reported  in  the  press,  during  regularly  scheduled  examinations  of  the 
Calhoun  bank  it  was  discovered  that  the  bank  had  permitted  accounts  maintained 
by  the  Lance  for  Governor  campaign  committee  in   1974  to  become  overdrawn. 

Now,  that  didn't  refer  to  any  overdrafts  by  other  members  of  the 
family  in  that  letter? 

Mr.  Bloom.  You  are  talking  now  about  the  letter  to  Justice,  or 
the  referral  to  Justice? 

Mr.  Wylie.  The  letter  to  Ribicoff.  But  that  was  also  referred  to  in 
the  letter  to  Justice? 

Mr.  Bloom.  To  my  knowledge  the  family  overdrafts  were  not 
referred  to  Justice  by  our  Office,  although  I  think  that  there  may 
have  been  references  to  them  in  the  proceedings  of  the  Campbell 
affair. 

I  believe  the  family  overdrafts  are  mentioned  in  my  letter  to 
Senator  Ribicoff. 

Mr.  Wylie.  Yes,  they  are  in  the  last  paragraph.  I  haven't  read 
far  enough.  But  now,  what  in  retrospect— I  will  use  that  phrase 
that  was  used  previously — in  retrospect,  what  would  you  do  if  this 
same  scenario  were  reenacted  with  reference  to  this  letter  to  Sena- 
tor Ribicoff? 

Mr.  Bloom.  I  would  have  laid  out  to  the  committee  all  the  facts 
and  not  drawn  any  conclusions  about  Mr.  Lance's  fitness  or  nonfit- 
ness. 

Mr.  Wylie.  And  what  about  the  violation  of  section  610  with 
reference  to  your  letter  to  the  Justice  Department? 

Mr.  Bloom.  That,  of  course,  was  past  events.  It  had  been  referred 
in  December  1975,  and  I  believe— again  I  am  going  by  press  ac- 
counts— that  the  Department  of  Justice  at  a  later  date  closed  the 
file  and  decided  it  was  not  a  prosecutable  case,  which  did  not 
surprise  me  because  I  never  thought  it  was  in  the  first  place. 

Mr.  Wylie.  I  understand  that  hindsight  is  a  beautiful  thing,  and 
anybody  could  have  discovered  America  after  1492,  but  would  you 
have  referred  to  the  fact  that  you  had  sent  this  information  to  the 
Justice  Department  in  Senator  Ribicoff  s  letter? 

Mr.  Bloom.  I  did,  Mr.  Wylie.  It  says  right  there  it  was  referred  to 
the  Justice  Department: 

However,  such  determination  can  only  be  made  officially  by  the  Department  of 
Justice  and  the  facts  were  referred  to  that  Department. 

Mr.  Wyue.  I  see.  It  was  your  conclusion  at  that  time,  though,  no 
violation  of  section  610  had  occurred.  That  is  what  you  are  saying? 

Mr.  Bloom.  Yes,  that  was  my  personal  view,  and  it  still  is. 

Mr.  Wylie.  And  it  still  is? 

Mr.  Bloom.  Yes,  sir. 

Mr.  Wyue.  And  you  don't  think  any  of  this  money,  then,  vvas 
used  necessarily  for  the  Governor's  campaign  or  for  his  campaign 
for  Governor,  the  money  from  the  overdrafts? 

Mr.  Bloom.  I  think  there  is  no  doubt  that  for  periods,  compara- 
tively brief  periods  of  time,  it  was  so  used.  But  in  order  to  make  a 
prosecutable  violation  you  have  got  to  have  an  intent  and  some 
attempt  at  trying  to  conceal  what  is  going  on.  I  just  didn't  think 
that  was  present.  Evidently  the  U.S.  attorney  shared  that  feeling. 

Mr.  Wyue.  Thank  you  very  much,  Mr.  Chairman. 
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Chairman  St  Germain.  Mr.  Derrick? 

Mr.  Derrick.  Thank  you,  Mr.  Chairman. 

Gentlemen,  where  is  Mr.  Lance's  statement  on  the  family  over- 
draft report  from  April  15,  1977  to  May  4,  1977?  I  notice  on  the 
chart  it  is  missing. 

Mr.  Bloom.  I  am  not  sure  I  know  what  facts  you  are  referring  to. 

Mr.  Derrick.  I  am  advised  it  may  be  our  subcommittee  chart, 
but  be  that  as  it  may,  I  would  still  like  to  know  where  it  is.  If  you 
will  refer  here  to  the  overdraft  report,  family,  there  is  an  asterisk 
here  on  the  second  page,  the  third  figure  from  the  bottom:  "State- 
ment for  4-15-77  through  5-4-77  is  missing." 

[The  chart  referred  to  appears  on  p.  40.] 

Mr.  Bloom.  That  is  an  exhibit  to  the  August  18  report.  It  means, 
Mr.  Derrick,  that  the  bank  was  not  able  to  supply  our  examiners 
with  that  information. 

Mr.  Derrick.  Do  you  have  any  information  as  to  why  this  was 
not  available? 

Mr.  Bloom.  No,  sir. 

Mr.  Derrick.  Mr.  Tarleton,  either  one  of  you? 

Mr.  Tarleton.  No,  sir. 

Mr.  Derrick.  All  right.  Let  me  ask  you  this.  In  this  morning's 
Washington  Post — let  me  direct  your  attention,  if  you  have  a  copy 
down  there,  to  page  A-4.  We  are  discussing  the  agreement.  They 
refer  to  it  as  an  order,  but  I  assume  they  are  referring  to  your 
agreement,  the  one  that  we  have  before  you. 

I  quote  as  follows.  I  would  like  for  both  of  you  to  comment  on 
this  if  you  will. 

In  spite  of  this  order  from  the  Comptroller's  Office,  examiners  have  found  what 
they  regard  as  evidence  that  the  Calhoun  bank  is  still  allowing  Lance  to  overdraw 
his  account.  But  the  bank  denies  this,  and  the  Comptroller  himself  has  not  yet  given 
an  opinion  on  it. 

So,  I  direct  that  to  you,  Mr.  Bloom. 

Mr.  Bloom.  I  think  that  essentially  that  statement  is  accurate, 
although — there  is  one  sentence  in  there  about  somebody  alleging 
it.  I  don't  know  where  that  comes  from.  In  the  latest  supplement  to 
our  report,  there  is  a  portion  which  I  am  told  will  deal  with  this 
question  of  whether  or  not  there  might  be  still  some  continuing 
practice  in  connection  with  Mr.  Lance. 

But,  I  do  not  know — I  want  to  emphasize  this — I  do  not  know  the 
facts  on  that,  whether  there  is  anything  to  it  or  not,  but  there  is 
something  under  inquiry  in  that  regard. 

Mr.  Derrick.  Let  me  ask  you  this:  Are  you  familiar  with  bank 
overdraft  amounts?  My  bank  will  maybe  let  me  overdraw  $50  for 
24  hours  or  something  like  that,  but  are  we  talking  about  small, 
insignificant  amounts  or  are  we  talking  about  large  amounts? 

Mr.  Bloom.  Are  you  talking  about  the  most  recent  things? 

Mr.  Derrick.  Yes. 

Mr.  Bloom.  I  think  what  we  are  talking  about  is  an  arrangement 
which  Mr.  Lance  made  with  the  Calhoun  bank  and  the  National 
Bank  of  Georgia,  whereby  any  shortage  in  his  account  to  Calhoun 
will  be  automatically  filled  from  his  account  at  NBG. 

Mr.  Derrick.  The  matter  of  overdraft  is  a  common  practice.  As  a 
matter  of  fact,  as  I  recall  in  the  last  several  years  banks  have 
entered  into  agreements  with  their  depositors,  depending  upon  the 
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financial  statement  and  creditworthiness,  that  they  will  allow  their 
account  to  be  overdrafted  so  much  and  this  will  be  transferred  into 
the  form  of  a  note,  so  this  is  not  an  unusual  practice,  is  that 
correct? 

Mr.  Bloom.  It  is  more  a  European  practice  than  an  American 
practice.  In  Europe  all  loans,  I  understand,  are  made  on  this  basis, 
but  there  are  a  number  of  banks  in  this  country  who  have  adopted 
that  form  of  loan,  yes,  sir. 

Mr.  Derrick.  Is  it  a  common  practice  for  directors  and  officers  of 
banks  throughout  this  country  to  borrow  from  the  bank  and  the 
board  on  which  they  sit? 

I  was  on  a  board  of  directors  of  a  bank  a  number  of  years  ago 
and  as  I  recall  we  were  not  allowed  to  borrow  money  from  the 
bank;  that  we  had  to  go  elsewhere  to  make  loans.  I  wonder  if  this 
is  a  common  practice?  I  don't  recall  whether  it  was  statutory  law 
in  South  Carolina,  or  a  practice  of  the  bank. 

What  is  the  general  practice  of  banks? 

Mr.  Bloom.  There  is  a  difference  between  directors  and  officers 
in  this  regard.  I  would  say  it  is  common  practice  for  directors  or 
companies  associated  with  directors  to  be  borrowers  at  the  bank. 
Very  often  he  is  asked  to  come  on  the  board  because  he  is  a  good 
customer  of  the  bank,  but  in  terms  of  executive  officers  of  national 
banks,  at  least,  direct  borrowings  are  prohibited  except  for  very 
minor  amounts. 

Mr.  Derrick.  But  they  are  not  prohibited  by  a  direct  prohibition? 

Mr.  Bloom.  There  is  no  such  prohibition. 

You  have  two  kinds  of  directors  in  banks;  inside  directors  and 
outside  directors,  as  with  any  corporation.  If  the  outside  director  is 
very  often  a  good  customer  of  the  bank  and  to  get  his  business  they 
will  ask  him  to  go  on  the  board  of  the  bank. 

Mr.  Derrick.  I  am  not  talking  about  these  advisory  boards  set  up 
for  business  purposes.  I  am  talking  about  directors  who  participate 
in  the  management  of  the  bank. 

Mr.  Bloom.  Yes,  sir.  Their  outside  directors  very  often  are  good 
customers  of  the  bank.  An  inside  director  is  a  person  who  is  also  an 
officer  or  controlling  shareholder. 

Mr.  Derrick.  Do  you  think  this  is  a  wise  practice? 

Mr.  Bloom.  I  think  it  is  a  very  complex  area  that  you  are  dealing 
with.  If  you  prohibit  it,  there  are  possibly  counterproductive  results 
in  terms  of  getting  good  directors  which  might  outweigh  the  advan- 
tages. I  just  haven't  decided  on  it. 

Mr.  Derrick.  Let  me  ask  you  about  this  request  from  the  Senate 
Governmental  Affairs  Committee,  I  think  from  the  chairman.  How 
did  you  receive  this  request,  in  your  mind?  Were  you  bound  to 
make  conclusions;  in  your  report  were  you  required  to? 

Mr.  Bloom.  I  wasn't  bound  to.  As  I  say,  that  is  the  one  misjudg- 
ment  I  am  willing  to  admit  to  in  this  affair.  I  should  not  have  done 
it.  But  Mr.  Schaefer  of  the  committee  staff  made  it  quite  clear  that 
is  what  Senator  Ribicoff  wanted  me  to  do. 

Mr.  Derrick.  What  do  you  recall  were  your  thought  processes  at 
the  time?  Did  you  feel  you  were  bound  to  give  a  conclusion  or  did 
you  give  a  conclusion   because  you   felt  it  would   serve  the 

Mr.  Bloom.  Could  I  ask  you,  Mr.  Derrick,  and  the  rest  of  the 
members  of  the  subcommittee,  to  put  yourselves  back  in  time  to 
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that  point?  At  January  18,  1977,  it  was  2  days  before  the  inaugura- 
tion. Mr.  Lance  was  Mr.  Carter's  first  appointment.  It  was  well 
known  they  were  close  personal  friends.  We  were  in  the  first  days 
of  the  honeymoon  period.  Nobody  likes  to  be  a  skunk  at  a  garden 
party.  So  you  also  have  to  realize  the  position  I  was  in  in  terms  of 
the  Treasury  at  that  time.  The  Treasury  on  that  date  was  staffed 
by  Secretary  Simon  and  Deputy  Secretary  Dixon,  who  were  hold- 
overs from  the  previous  administration. 

My  normal  course  of  action  as  a  career  employee,  when  faced 
with  a  decision  like  this,  is  to  spread  the  grief  a  little  bit  and  go  to 
the  Secretary.  But  if  I  had  done  that  in  this  instance,  I  would  have 
found  myself  as  a  career  employee  caught  between  a  possible  politi- 
cal— partisan  political  situation  between  Republican  holdovers  and 
incoming  administration. 

I  also  knew  that  as  a  matter  of  protocol  it  was  virtually  unheard 
of  for  a  departing  administration  to  concern  itself  in  any  manner 
with  the  new  incoming  Cabinet  nominees,  so  I  could  not,  I  don't 
think,  have  gone  to  the  Secretary. 

Mr.  Wylie.  Will  the  gentleman  yield? 

Mr.  Derrick.  Yes. 

Mr.  Wyue.  I  thank  you  for  yielding. 

I  just  reread  that  letter  to  Senator  Ribicoff  and  I  think  maybe 
my  ultimate  question  is  not  quite  clear  in  the  record.  Why  did  you 
not  refer  to  the  other  overdraft  by  the  family,  or  why  didn't  you 
refer  those  to  the  Justice  Department? 

Mr.  Bloom.  The  answer  to  the  last  question 

Mr.  Wylie.  Just  as  a  matter  of  fact,  not  reaching  any  conclusion. 

Mr.  Bloom.  As  to  why  they  weren't  reported  to  the  Justice 
Department  in  1975,  along  with  the  campaign  overdrafts,  I  really 
can't  answer  that.  As  I  said  in  my  opening  statement,  I  didn't 
participate  in  any  way  in  that  operation. 

However,  they  apparently  were  not  connected  with  the  campaign 
law,  but  again  I  don't  think  you  could  have  made  a  misapplication 
of  bank  funds  out  of  them  because  of  their  upfront  nature,  the  fact 
that  any  examiner  would  see  it  when  he  walked  in.  This  is  not  to 
say  I  wouldn't  have  considered  including  them  in  a  referral  to 
Justice. 

Mr.  Wylie.  In  hindsight  they  would  have  been  included? 

Mr.  Bloom.  Yes.  I  don't  know  why  they  weren't  referred.  I 
thought  I  did  refer  to  them  in  the  letter  to  Senator  Ribicoff.  It  says, 
**It  has  been  correctly  reported  in  the  press  that  the  Calhoun  bank 
allowed  directors  related  to  Mrs.  Lance" — now,  the  reason  I  put  it 
that  way  was  that  I  didn't  have  these  numbers  that  showed  Mrs. 
Lance's  account  going  up  to  $110,000.  At  that  time  I  had  numbers 
for  Mrs.  Lance  which  were  down  in  the  $10,000  or  $15,000  range,  I 
think,  but  the  David  family,  that  is,  Mrs.  Lance's  parents  and 
brothers  and  sisters,  theirs  were  considerably  higher,  up  in  the 
$100,000  range,  so  I  referred  to  those  in  my  letter  to  Senator 
Ribicoff. 

Mr.  Wylie.  The  loans  by  the  family  were  considerable  so  in 
hindsight  again  you  think  those  should  have  been  mentioned  in 
your  letter  to  the  Justice  Department? 

Mr.  Bloom.  Yes,  but  if  I  had  known  then  how  high  Mrs.  Lance's 
went,  I  would  have  mentioned  that  too. 
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I  didn't  have  those  numbers. 

Mr.  Wyue.  Not  from  your  examination  of  the  record? 

Mr.  Bloom.  The  information  I  had  available  on  that  date,  which 
are  the  overdrafts  as  they  appeared  on  the  three  examination 
dates,  I  think,  one  in  1973,  one  in  1974,  and  maybe  one  or  two  in 
1975,  and  on  those  particular  dates  the  numbers  weren't  so  high.  It 
wasn't  until  I  guess  late  1974 

Mr.  Wyue.  Mr.  Tarleton,  would  you  have  that  information  from 
your  examination? 

Mr.  Tarleton.  We  had  information  on  some  of  the  relatives,  but 
did  not  have  it  in  the  very  fine  detail  that  came  out  of  this  study 
just  recently.  In  other  words,  on  the  examination  date  we  had 
information  as  to  which  accounts  were  overdrawn  and  how  much 
and  from  what  period  of  time  they  had  been  outstanding. 

Mr.  Wyue.  Thank  you  very  much. 

Mr.  Derrick.  Mr.  Tarleton,  do  you  have  information  available  to 
you  that  would  determine  whether  if  the  members  of  the  family 
that  had  been  participating  in  this  overdraft  had  presented  their 
financial  statements,  combined  with  their  creditworthiness,  their 
liquidity  and  so  forth — taking  into  consideration  the  fact  that 
under  common  banking  practices,  if  a  person,  you  know,  has  good 
credit  and  a  strong  financial  statement  and  liquidity  and  so  forth, 
they  generally  loan  10  percent,  maybe  a  maximum  of  20  percent  of 
the  net  worth,  depending  on  a  number  of  factors — whether  this 
outstanding  overdraft  of  $450,000  could  have  been  substantiated 
based  on  these  financial  statements? 

Mr.  Tarleton.  Unfortunately  I  have  difficulty  in  responding  to 
the  question,  simply  by  virtue  of  the  fact  that  the  figure  I  used  in 
my  testimony  was  extracted  from  the  Comptroller's  report  and  I 
haven't  personal  knowledge  as  to  which  individuals  have  borrowed 
and  in  what  amounts,  nor  have  I  had  the  opportunity  to  review  the 
particular  financial  data  on  each  of  these  individuals  so  I  am 
unable  to  make  the  judgment  that  you  are  seeking. 

Mr.  Derrick.  Mr.  Bloom,  could  you  make  any  judgment  on  it? 

Mr.  Bloom.  I  am  sorry,  Mr.  Derrick,  I  didn't  get  the  beginning  of 
your  question. 

Mr.  Derrick.  I  hate  to  repeat  it,  but  I  will. 

Based  on  this  $450,000  overdraft  for  various  members  of  the 
David  family  and  Mr.  Lance,  do  you  have  any  way  of  determining, 
based  on  common  banking  practices  of  making  unsecured  loans 
based  on  a  financial  statement,  liquidity,  and  the  creditworthiness 
of  the  borrower,  if  it  would  have  substantiated  this  $450,000  in 
overdrafts?  In  other  words,  collectively,  had  they  come  in  with 
their  financial  statements,  et  cetera,  would  the  bank  have  been 
warranted  in  making  them  a  $450,000  loan? 

Mr.  Bloom.  I  think  the  proper  way  of  doing  it  would  not  be 
collectively,  Mr.  Derrick,  but  individually. 

Mr.  Derrick.  Individually,  but  taking  into  consideration  the  col- 
lective amount  for  $450,000? 

Mr.  Bloom.  I  think  they  would  have  to  look  at  each  one  to  see 
whether  he  was  good  for  that  much  money. 

Mr.  Derrick.  Have  you  or  has  anyone  in  your  Office  looked  at  it 
and  made  a  determination? 
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Mr.  Bloom.  I  don't  have  an  answer  to  that.  I  think  the  credit 
background  or  the  creditworthiness  of  these  individuals  should  be 
known  to  us  from  our  reviews  of  those  files  because  they  were  also 
at  times  borrowers  from  the  bank.  So  this  can  be  done  if  it  hasn't 
been  done. 

Mr.  Derrick.  I  would  like  that  information  if  you  could  provide 
it. 

Mr.  Bloom.  All  right. 

[Availability  of  this  material  discussed  in  letter  from  Comptroller 
of  the  Currency  John  Heimann,  to  Chairman  St  Germain.] 

Mr.  Derrick.  I  understood  in  your  earlier  testimony  you  stated 
your  calls  to  Mr.  Moore  and  Mr.  Smith,  I  believe  it  was,  were  not 
unusual,  that  you  would  have  made  similar  calls  and  accorded  any 
responsible  banker  the  same  courtesy,  is  that  correct? 

Mr.  Bloom.  Before  I  published  the  fact  of  the  existence  of  an 
enforcement  agreement,  I  would  certainly  call  the  bank  involved 
and  I  think  I  am  required  to  under  that  statute.  I  don't  need  its 
consent. 

Mr.  Derrick.  I  understand  this  was  a  courtesy  and  this  was  a 
courtesy  you  would  normally  extend? 

Mr.  Bloom.  Yes,  sir,  before  articles  appeared  in  the  paper  about 
a  bank  I  would  think  that  bank  would  want  to  have  a  little 
forewarning  of  it. 

Mr.  Derrick,  I  do  not  criticize  what  you  do,  I  just  want  to  know 
if  this  is  a  common  thing. 

Mr.  Bloom.  Fortunately  we  don't  get  that  kind  of  inquiry  from 
the  press  very  often. 

Mr.  Derrick.  Do  you  have  any  corollary  that  you  could  draw  to 
other  cases  that  you  have  handled  maybe  that  would  be  similar  to 
this? 

Mr.  Bloom.  I  recall  one  or  two  cases  where  this  problem  arose, 
yes,  sir. 

Mr.  Derrick.  I  thank  you  both. 

Chairman  St  Germain.  Mr.  Tarleton,  in  your  earlier  statement 
you  said  you  met  with  Mr.  Lance  in  November  and  after  he  left 
you  recalled  that  rescission  agreement  was  still  pending — the  re- 
scission of  the  agreement  was  still  pending. 

Something  gave  me  the  impression  that  Mr.  Lance  stopped  by  to 
let  you  know  the  National  Bank  of  Georgia  was  going  to  come 
under  new  leadership.  But  then  in  your  affidavit  it  appears  that 
you  knew  Mr.  Lance  quite  well. 

On  September  3,  1975,  Mr.  Lance  came  by  to  greet  you  and  you 
said  you  were  deluged  with  such  meetings.  On  October  24,  1975, 
Mr.  Lance  and  Mr.  Cleveland — you  don't  know  whether  anyone 
else  in  your  Office  attended  or  the  subject  matter.  It  might  have 
been  general  conversation  to  increase  capital  of  the  National  Bank 
of  Georgia. 

On  December  1,  1975,  a  meeting  and  telephone  call  in  regard  to 
an  agreement  with  the  Calhoun  board. 

March  1,  1976,  you  lunched  with  Mr.  Lance  and  the  Regional 
Counsel  and  you  don't  recall  the  subject  matter. 

Then  you  met  May  13,  1976,  you  don't  know  if  anyone  else 
attended,  and  don't  remember  the  subject  matter.  It  could  have 
been  the  Mercantile  National  Bank  of  Atlanta. 
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Then  we  look  at  Mr.  Bloom's  affidavit.  On  December  15,  1976, 
you  were  advised  Mr.  Lance  might  visit  the  Office  that  week: 

I  do  not  recall  him  asking  me  for  permission  to  make  the  trip  at  office  expense 
just  for  the  purpose  of  introducing  Mr.  Lance.  It  might  be  possible  Mr.  Tarleton  had 
other  business  to  attend  to. 

Did  you  have  other  business  in  Washington  that  day,  Mr.  Tarle- 
ton? 

Mr.  Tarleton.  Yes,  sir,  I  did. 

Chairman  St  Germain.  What  was  that  other  business? 

Mr.  Tarleton.  The  other  business  I  had  related  to — there  were 
two  items.  One  of  them  I  am  not  sure  I  can  properly  disclose  to  the 
group.  I  will  be  happy  to  find  out  and  submit  that  information  to 
you,  should  you  wish. 

The  other  involved  some  personnel  matters,  serious  personnel 
problems  we  were  having  and  discussions  on  how  to  deal  with  the 
personnel  problems. 

Chairman  St  Germain.  Between  November,  when  Mr.  Lance 
came  in  to  tell  you  he  would  no  longer  be  managing  the  National 
Bank  of  Georgia  and  December  15  when  you  called  Mr.  Bloom  and 
came  in  to  introduce  Mr.  Lance  to  Mr.  Bloom,  did  you  have  further 
conversations  with  Mr.  Lance? 

Mr.  Tarleton.  It  was  Mr.  Lance's  suggestion  that  I  come  to 
Washington  and  introduce  him  around  the  Comptroller's  Office. 

Chairman  St  Germain.  Since  he  felt  he  knew  you,  he  asked  you 
if  you  would  be  good  enough  to  introduce  him  to  the  Comptroller's 
Office? 

Mr.  Tarleton.  Yes,  to  the  senior  official  in  the  Comptroller's 
Office.  I  do  not  recall  on  what  date  he  made  that  request. 

Chairman  St  Germain.  Do  you  know  why  he  wanted  to  in  par- 
ticular meet  with  the  senior  officials  in  the  Comptroller's  Office? 

Mr.  Tarleton.  He  stated  simply  he  had  not  had  the  opportunity, 
as  most  bankers  do  over  time,  to  meet  with  the  senior  officials  of 
the  Comptroller's  Office,  and  made  the  request  that  I  do  this. 

Chairman  St  Germain.  Was  this  period  between  November  1976 
and  the  time  that  they  probably  had  to  give  a  ruling  on  his  capa- 
bilities as  a  banker  relative  to  his  appointment  as  director  of  0MB? 

Mr.  Tarleton.  I  am  unable  to  comment  on  his  motives. 

Chairman  St  Germain.  Is  this  the  trip  we  were  told  we  could  ask 
you  about?  How  did  you  get  to  Washington  on  that  date? 

Mr.  Tarleton.  I  flew  by  commercial  aircraft. 

Chairman  St  Germain.  You  didn't  fly  on  a  bank-owned  or  leased 
plane  on  that  trip,  either  way? 

Mr.  Tarleton.  I  flew  from  Atlanta  to  Washington  by  commercial 
aircraft.  When  Mr.  Lance  made  the  arrangements  with  me  as  to 
the  date  and  time  that  we  should  meet  in  Washington,  he  also 
suggested  that  he  would  be  returning  immediately  following  the 
meeting,  or  the  introductions  around  the  Comptroller's  Office,  and 
there  was  room  on  his  aircraft  and  he  asked  that  I  return  on  the 
aircraft  with  him. 

Chairman  St  Germain.  So  you  took  advantage  of  the  ride  back 
with  Mr.  Lance? 

Mr.  Tarleton.  Yes.  For  that  reason,  I  purchased  a  one-way 
ticket  going  up. 
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Mr.  Bloom.  I  think,  as  to  Mr.  Lance,  the  record  ought  to  include 
that  Mr.  Lance  gave  a  speech  at  the  National  Press  Club  at  noon  of 
that  day  and  that  was  his  primary  purpose  in  being  in  Washington. 

Mr.  Tarleton.  I  would,  if  I  might,  Mr.  Chairman,  in  conjunction 
with  this  particular  discussion,  like  to  state  I  provided  the  IRS 
inspectors  with  an  affidavit  in  this  regard  and  I  would  like  to 
submit  that  into  testimony  at  this  time. 

Chairman  St  Germain.  Without  objection,  it  will  be  received  in 
the  record  at  this  point. 

[The  affidavit  referred  to  by  Mr.  Tarleton  follows:] 
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Affidavit 


•J   1 DOXALD  L.  T/iSLETON 


2   I  res  id?  ol 5440  K.  Peachtree  Road.  Dunwoody.  Georgia  30338 ^__ 

i>. I  an  currently  ecoloved  as  Regional  Adninlstrator.  GS-16.  Sixth  National  Bank 

»   Region.   I  have  been  so  eraoloved  since  Scjtecber  2.  l??*;. 

5 This  statement  Is  in  response  to  questions  posed  by  Messrs.  STEPHEN  HARICA 

g.  and  JOHN  JAXCZYK  of  the  Internal  Revenue  Service.  Internal  Security  Division. 

7  It  is  prepared  with  the  greatest  accuracy  possible  froa  reeccry.  there  being  In- 

g  cocplete  docuaen cation  available  for  reference. 

were  posed  relative  to  transportation  by  myself  on  private  aircraft 


10  on  the  following  two   occasions: 


■11  ._ _ 

J2 . 

Ji3 2)   December  17.  1976,  Washington,  D.C.  to  Atlanta.  GA.   Aircraft  of  National 

14  Eank  of  Georgia,  Atlanta,  Georgia. 
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Affidavit  of  '^r'AW  L.  TA=!LETOri 
Page  2  — 


2)     In  the  first  r>j>art  of  "ece.T'>er  1975,  the  date  of  which  I  cannot 
recall,  t'!r.  T.  PERTPAM  LA?ICc  requested  that  when  possible  in  his  schediile  I 
introduce  hi;n  around  the  OCC  in  Viashin^rton  as  he  had  never  met  many  of  the 
senior  staff.     Fe  did  not  indicate  a  reason  for  wanting,  to  ireet  officials 
of  the  CCC.     I  indicated  rrr/  willingness  and  telephonicallv  advised  nr/ 
super'/isor.  First  TVput^/  Comptroller  for  Operations  H.  JOE  SELBV,  who  as  -I 
•recall  indicated  he  v;ould  advise  Actint^  Corrmtroller  of  the  Currenc/-  K03KHT 
•  "^LOO"'.     The  date  that  v;as  orir,ir.ally  scheflulcd  H^d  to  N?  chanr.'?d  !^Crius<i 
o''  "r.  ivViCE's  3ch-=''Hil»^  and  ^f^.  su<'.:?»s"rod  '>c^.->.?r  l"".  Z"Tn.  .i    !atc  ho  -.-•<■; 
.T!-Jr^-'5Tlr.r.  th"  n^.tion-il  rr>---.  clu.^  ip.  ■.■T.>iLn.-'~cn,  ".".     ^^■■>    '•:— •''T  s-.i.v^- ■.*:--* 
sire?  he  •.•■wjld  "--^  r^tMrr'n-  iirectlv  ~ri  Atlant.i  frr-i  -'-.•;  ^CC.  th.it  T  rr:t-:m 
with  hijn.      I  assented  to  his  r5u";:esticn  and  telcrhcnicallv  -yivised  "r.   ^l~^." 
of  the  pending  visit.      I  do  not  recall  advisinf,  "r.   PIjO'OM  of  mv  pla.-is  to 
return  to  Atlanta  v.-ith  ''r.   lA'.'CE.     He  indicated  that  '■••e  should  acconodate 
*fr>.   lA'ICE  in  the  visit.     Since  this  was  considered  official  husiness,  I 
instructed  mv  secretarv  to  nurchase  on  GTP.  a  one-'.-'ay  co:;:nercial  airline 
ticket  for  use  on  Tv>cemher  17,  1975.     On  that  date  I  travelled  to  V.'ashirffiton, 

X 

T^.C.  to  the  OCC  t'here  I  had  a  luncheon  neetLnp  vdth  staff  attorney  JO^I  n. 
KARTiWI  and  Deputy  Director  of  Hainan  Resources  "AFTIKA  R.  STEPHCIS  over  a 

and  sore  related  staff  problems. 
Follc-'ins  lunch  I  awaited  the  arri'/al  of  '"r.  lA'lCE.  Upon  his  arrival,  we 
vent  directly  to  "r.  '^LOOV's  office.  The  con-/ersation ,  after  pleasantries. 
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fiffidavit  of  rO;.'ALn  L.  TARLETlO:'f 

csntersd  prijnarily  aroand  t>ie  new  TFFSS  syste.-n  and  a  r.6nitor  that  'i'.  BDDOiM 

had  in  his  officft.     The  three  of  us  then  went  to  ^'t.  SKUY's  office  for  a 

brief  period,  then  to  another  office  (whose  I  don't  knaO  TJhere  'Sr.  L/vICE  was 

introduced  to  rteputv  Comptroller  of  the  rurrencv  of  Economics  TAVm  C.  tKXTTER 

and  the  nirector  of  Banking  'Jesearch  Division  ROBERT  R.  OITICE.     Mr.  LATICE  and 

Hr.  nEICX  were  previously  acquainted  and  as  I  recall  there  was  a  generally 

affable  conversation  and  sore  discussion  of  a  statistical  proiect  that 

^.  TlDrCE  was  currentlv  '^'orking  on.     Mr.   BLOOM,  ftr.   lAMCE  and  n^elf  then 

moved  to-zards  the  entrance  and  v;hen  near  the  office  of  Tteinrtv  Comptroller  of 

the  Currency  for  Ad-iiinistration ,  BijOOM  went  in  and  brought  J'lr.  VJESTBROOK 

'"RK-i'f  out  to  meet  "-'r.   lAflCE.     There  was  general  conversation  about  the 

care°r  of  rv.  "IfRPHY's  father,     rviring  all  this  tim=  conT>sncin.f;  with  prior 

to  "r.   lA-ICT's  arrival  I  vas  suffering  from  a  riigrane  headache  vjhich  caused 

visi^iliti'  proble.TB,  preoccupation  and  an  infibilit^/  to  give  much  attention 

to  the  proceedings.     ^^.  LATICE  and  I  then  left  the  building  and,  accompanied 

by  a  man  I  believe  to  be  'Ir.  lAMCE's  body  guard  and  a  man  \ho  I  believe  to 

be  -'r.  THOi'AS  ?aTCHELL,  left  to  national  Aimort.     There  we  awaited  the 

arrival  of  rir.  HAL  v'n.'UJ:\'E!'.,  \tio  is  with  the  Atlanta  Constitution  newspaper, 

at  which  tiire  we  boarded  a  tvrin  engine  prop  nlane  and  left  to  Peachtree  De!<:a]\j     '^ 

Aaroort  in  northeast  Atlanta.     On  board,  in  addition  to  the  pilot  "'r.  VAN    '..'."r.m,      ' 

r..-as  Vr.   lAN'CE,  "r.   ''ItchklL,  "r.   G'n,LIVER,  the  bolv.guard  and  rnyself.     Excepting 

i'r.   lA'.'CE,  I  had  never  before  nor  since  net  any  of  these  individuals.     Ilpon 

arrival  at  the  airnort,  "r.   1A"CF  departed  in  a  linousine  and  all  others 

wont  their  various  wavs.     I  was  planning  to  ta;<e  a  taxi  the  four  to  five  miles 

to  nr-'  residence  but  the  p'.lot  insisted  on  driving  ine  as  soon  as  he  got  th<;  plane 
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A^'fi'lAvi.t  of  nOIiALn  I,.  TA^.IZTO"; 

secured,     '\iripo-  this  driv^  I  r'j°stion=;d  ^ijn  a>-oijt  the  aircraft  and  "learned 

for  tbR  first  tijne  that  it  Mas  c7-med  hv  National  Pank  of  Heorpia.     Sincff 

the  activities  of  Pr^sic'ent-elert  CARTE?,  and  tho'ie  clo=?e  to  him  wer>e  well 

publicized,  it  t:as  commn  kno-.Jled^e  that  "'r.  CARTEL?  was  utilizing  M.S. 

fVjvemnsnt  aircraft,  linou-sines  and  hcd^'j^uards .     It  was  also  known  that 

"r.  LAj.'CE  wa.s  receivino;  hod-.-pxarrl  t^rxstecticn  and  lijrousine  vtsage.     I  had  nade 

the  assumption  that  he  ixjuld  he  utiliring  U.S.  Govemment  aircraft  as  well.      — 

The  idea  of  "lational  Rank  of  Georgia  aircraft  beinf,  utilized  did  not 
occur  because  I  v.'as  not  even  s-.iare  that  the  hank  c-med  any  aircraft,  tkxc 
should  have  I  heen  concerned  since  the  ba-ik  is  too  small  to  support  an  ex- 
penditure of  this  size.  I  knc-;  of  no  other  hank  this  size  or  sraller  that 
n-aintains  its  OF-n  aircraft. 

The  question  has  he°n  raised  abcut  •.■.•heth°r  a.nv  han>;  business  was 
conducted  on  the   Qipht.     There  v:as  none,     ''est  of  the  conversation  v.'as 
between  Mssrs.  i^^SLVrER  and  lA*:."r;  over  the  riress  club  luncheon  ^ust  attended 
and  about  various  Peort^ia  nersonages  nearlv  all  of  t;hom  I  have  never  heard 
of. 

It  is  sipnificant  to  note  that  the  OCC  has  never  had  a  policy  regarding 
it.s  enployees  utilizing  ba.nk  r-rovided  transportation,  he  it  ground  or  air, 
and  it  is  knot-Ti  to  have  occiirred  '.'-ith  sotth  r>egularity  throuf^out  my  career  by 
e-Tiployees  all  the  iray  to  and  includin?^  the  romotroller.     I  know  of  no  such 
instance  vihere  any  Dersonal  sain  wa.s  realized  and  in  this  instance,  I  certainly 
received  no  nersonal  hen°fit.     I  also  kno;j  of  no  instance  where  acceptance  of 
transportation  for  official  business  resulted  in  a  decrease  of  that  employee's 
.^.bilit:/  to  function  effectively. 
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Mr.  Tarleton.  There  are  very  minor  deletions  simply  to  protect 
the  names  of  individuals  who  had  nothing  to  do  with  this  particu- 
lar incident. 

Chairman  St  Germain.  Mr.  Bloom,  did  Mr.  Lance  in  fact  meet 
you  on  that  date? 

Mr.  Bloom.  He  came  to  the  office  on  that  date  about  2  o'clock  in 
the  afternoon,  after  his  talk  at  the  Press  Club. 

He  was  in  the  office  about  half  an  hour,  most  of  which  we  had 
Secret  Service  men,  Mr.  Tarleton,  or  others  in  the  office 

Chairman  St  Germain.  Did  he  meet  with  other  members  of  the 
Comptroller's  Office? 

Mr.  Bloom.  I  wouldn't  call  it  "meeting."  It  was  more  of  a  social 
call. 

Chairman  St  Germain.  He  socialized  with  others? 

Mr.  Bloom.  Yes. 

Chairman  St  Germain.  Who  were  these  others? 

Mr.  Bloom.  Dr.  Robert  Dince,  an  economist  who  used  to  be  in 
our  Atlanta  office,  who  Mr.  Lance  knew  from  previous  days.  I  also 
introduced  him  to  Mr.  Murphy  and  generally  showed  him  around 
the  office. 

Chairman  St  Germain.  Was  Mr.  Selby  there? 

Mr.  Bloom.  I  think  I  introduced  him  to  Mr.  Selby,  yes. 

Chairman  St  Germain.  Mr.  Cavanaugh. 

Mr.  Cavanaugh.  Thank  you,  Mr.  Chairman. 

Mr.  Bloom,  did  you  receive  any  subsequent  contact  with  the 
Senate  Committee  on  Government  Operations,  or  Senator  Ribicoff 
in  response  to  your  letter  of  January  18,  1977,  requesting  addition- 
al information,  or  more  facts  with  regard  to  those  questions  that 
were  raised  in  your  letter? 

Mr.  Bloom.  No,  sir. 

Mr.  Cavanaugh.  There  was  never  any  subsequent  request  placed 
upon  you  for  any  other  information  regarding  Mr.  Lance? 

Mr.  Bloom.  No,  sir. 

Mr.  Cavanaugh.  At  least  with  regard  to  this  portion  of  the 
controversy,  Mr.  Bloom,  I  would  have  to  say  that,  based  upon  your 
letter  of  January  18,  1977,  I  certainly  wouldn't  have  hired  Mr. 
Lance  for  anything  without  certainly  some  subsequent  clarifica- 
tion. 

I  think  that  you  raised  every  red  flag  certainly  possible  at  that 
time  within  your  purview;  you  said  nothing  nice  about  him  except 
the  fact  that  some  bankers  may  like  him,  according  to  what  you 
had  heard. 

I  think  any  criticism  directed  at  you  in  that  regard  is  certainly 
unjustified  in  my  mind  and  that  criticism  should  be  directed  at  the 
Senate  and  the  Senate  Government  Operations  Committee  that 
refused  to  assume  its  proper  responsibilities  to  fully  exhaust  the 
questions  that  you  presented  with  regard  to  Mr.  Lance's  previous 
activities.  I  just  don't  think  you  have  anything  to  apologize  for  with 
regard  to  that  letter. 

I  would  concur  with  you  that  you  should  not  have  made  a  recom- 
mendation for  a  position  such  as  that,  but  that  would  be  separate 
and  apart  from  the  particulars  of  this  case. 
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I  am  having  some  difficulty  here  seeing  what  the  lessons  are  to 
be  learned  from  all  of  this  and  what  legislation  could  be  designed 
to  avoid  these  mistakes  in  the  future. 

First  of  all,  with  regard  to  the  administrative  sanctions  against 
the  Calhoun  bank,  Mr.  Tarleton,  why  did  you  assume  that  you  had 
sole  authority — and  it  is  my  understanding  of  your  statement  that 
you  did  assume  you  had  sole  authority — to  release  or  give  final 
release  from  the  administrative  agreement? 

Mr.  Tarleton.  Well,  there  are  two  points  relative  to  that. 

First  of  all,  my  regional  counsel  gave  me  assurances  that  I  did 
have  that  authority.  And  not  only  that,  the  matter  had  been  dis- 
cussed fully  with  my  superior  here  in  Washington,  D.C.,  who  cer- 
tainly gave  no  indication  that  I  did  not  have  that  authority. 

Mr.  Cavanaugh.  Do  you  today  assume  that  you  still  have  that 
authority? 

Mr.  Tarleton.  No,  sir.  That  matter  has  been  fully  clarified  since 
that  time. 

Mr.  Cavanaugh.  What  is  the  manner  of  that  clarification? 

Mr.  Tarleton.  A  directive  from  Mr.  Bloom  shortly  after  this 
incident  indicating  to  all  Regional  Administrators  that  the  rescis- 
sion of  such  administrative  actions  rested  with  his  authority  only. 

Mr.  Cavanaugh.  Mr.  Bloom,  on  what  date  was  that? 

Mr.  Bloom.  I  believe  I  did  that  on  November  26,  1976. 

Mr.  Cavanaugh.  Was  that  in  the  form  of  a  formal  policy  state- 
ment? 

Mr.  Bloom.  I  know  I  sent  a  memo  to  that  effect  to  Mr.  Selby. 

Is  it  your  recollection  I  also  sent  one  to  each  Regional  Adminis- 
trator? 

Mr.  Tarleton.  Yes,  it  is. 

Mr.  Bloom.  It  would  be  on  the  same  day. 

Mr.  Cavanaugh.  Mr.  Bloom,  is  this  a  unique  case  in  which  a 
Regional  Administrator  assumed  the  authority  of  release  for  an 
administrative  agreement? 

Mr.  Bloom.  I  am  told  there  was  one  previous  occasion,  also  in 
Mr.  Tarleton's  region. 

Mr.  Cavanaugh.  By  Mr.  Tarleton? 

Mr.  Bloom.  Yes,  sir. 

Mr.  Cavanaugh.  Throughout  the  entire  rest  of  the  Comptroller's 
system  and  regions,  administrative  agreements  historically  have 
been  released  only  by  the  Comptroller? 

Mr.  Bloom.  That  is  correct.  In  fairness,  I  should  say  there 
haven't  been  that  many  released. 

Mr.  Cavanaugh.  Had  we  previously  requested  a  compilation  of 
administrative  agreements  that  have  been  implemented  and  their 
disposition? 

Mr.  Bloom.  I  don't  think  you  have,  sir. 

Mr.  Cavanaugh.  Could  I  request  that  for  the  record? 

Mr.  Bloom.  Yes,  sir.  But  could  I  ask  for  obvious  reasons  that  the 
names  of  the  banks  not  be  supplied? 

Mr.  Cavanaugh.  I  think  that  is  reasonable. 

I  would  request  simply  a  numerical  compilation,  Mr.  Chairman, 
of  administrative  agreements  which  the  Comptroller  has  entered 
into,  and  a  synopsis  disposition  of  those  agreements,  including,  I 
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would  request,  by  whom  the  agreements  were  rescinded  or  re- 
leased. 

Chairman  St  Germain.  Would  the  gentleman  also  agree  to  the 
period  of  time  for  which  these  agreements  lasted? 

Mr.  Cavanaugh.  It  would  be  my  understanding,  Mr.  Chairman, 
that  would  be  a  part  of  it.  My  understanding  is  that  they  would 
provide  us  when  the  agreements  began 

Mr.  Bloom.  How  long  it  lasted,  when  it  was  released,  and  who 
did  it? 

Mr.  Cavanaugh.  Exactly. 

[At  the  request  of  Congressman  Cavanaugh,  the  following  infor- 
mation was  furnished  by  Mr.  Bloom  for  inclusion  in  the  record:] 
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.H 


Mr.    John   r..    Shcckey 

Chiaf   Cotm?jel 

.'.ichael    Tatriarca,    Attorney' 

"nforcenent   ar.d   Conrpliance   division 

August    26,    1977 

Average  duration  of  forraal  agree^T^ents 


At  your  request.  Enforcement  -ivision  personnel  attenpte<l  to 
cicterTTiine  the  average  duration  of  forraal  agreements  bet'.veen 
banks  and  this  Office,   As  you  know,  the  statistics  that 
follow  are  generally  rieaningless  since  there  are  no  '  a^'erage " 
agreetnents,  "average"  banks,  and  certainly  no  "average" 
cTsgree  of  compliance  with  the  agreeir>^nts . 


The  following  data  were  compiled  from  the  records  of  the 
"nforcement  Division  which,  although  not  authoritative,  were 
the  trost  expedient  source  available.   "ot  included  in  this 
compilation  arc  Agr-ee-snts  which  are  still  outstanding 
(nunerous)  and  Orders  to  Cease  and  resist,  whether  terrrinated 
or  pr'2sentl7  existent. 


Date  of  Agreei^ent 


>ate  of 


?.inatj 


Duration 


Bank  .A 

06/17/74 

09/23/76 

27  ronths 

Bank  E 

09/13/74 

12/15/7  rs 

27  rronths 

rank  C 

06/14/74 

05/17/77 

35  r-onths 

Bank  D 

02/21/75 

C5/19/77 

27  r^onths 

:;ank  Z 

12/02/75 

11/22/76 

12  "-onths 

3ank  F 

03/11/76 

06/13/77 

10  months 

":2ank  G 

07/30/76 

03/19/77 

12.5  rionths 

Average  C-oxation 

21.5  ronths 

P.ange  High 

35    jnonths 

P.ange  Lew 

10    '-.onths 
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"lumber  of  Sanks  Formerly  Under  Forral  Adniinistrative  Action 

Months  in  effect 

less  7   13   19   25   31   37   43  49    55   r.;ore 

than  to   to   to   to   to   to   to  to    to   than     Total 

6  12   18   24   30   35   42   48  54    60     60 
Region 

1  0 

2  1  1{R)                                                      13 

3  0 

4  1  1 

5  0 
5             1  2                                                                                 UR)                          4 

7  0 

8  2(1R}  1*(R)   1(R)                                                      4 

9  1  1 

10  C 

11  0 

12  0 

13  0 

14  2  2 


Total 


♦Appears  also  on  prior  page. 

R  Indicates  formal  rescission  by  cocu:r.ent. 
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Number  of  Banks  Presently  Ur.dar  Formal   Adniinistrative  Action 


ri 

ovenibe 

r  1, 

1976 

.-.,,-! 

IS   ou 

tstan 

idinri 

25 

31 

37 

42 

49 

55 

rare 

TiTs' 

7 

13 

~r 

iOT/ 

Region 

than 

to 

to 

to 

to 

to 

to 

to 

to 

to 

than 

6 
1 

12 
1 

18 

24 

30 

35 
1 

42 

48 

54 

50 

60 

3 

3 

2 

1 

6 

1 

1 

1 

1 

2 

0 

6 

5 

2 

1 

1 

1 

1 

11 

7 

2 

1 

1 

1 

1 

6 

8 

3* 

1 

1 

1 

1 

1 

8 

9 

0 

10 

1 

1 

2 

11 

1 

1 

1 

1 

4 

12 

2 

1 

1 

4 

13 

1 

1 

1 

1 

1 

5 

14 

1 

1 

2 

TOTAL 
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Mr.  Cavanaugh.  Mr.  Bloom,  I  might  ask  you  for  some  recom- 
mendation in  terms  of  what  you  believe  the  legislative  lessons  of 
this  Lance  affair  are  in  terms  of  your  experience. 

Mr.  Bloom.  The  only  one  that  I  really  feel,  I  think,  at  this  early 
date  is  quite  clear  is  that  in  this  compensating  balance  area,  it 
seems  to  me  that  a  requirement  for  full  disclosure  to  the  share- 
holders of  both  institutions,  whenever  this  arrangement  occurs, 
would  have  a  good  prophylactic  effect  to  avoid  the  wrong  kind  of 
arrangement.  It  wouldn't  be  a  complete  solution  because,  unfortu- 
nately, shareholders  sometimes  will  tolerate,  in  my  experience, 
some  really  poor  situations  without  suing.  But  it  would  help  a 
great  deal.  So  today  I  am  willing  to  recommend  that  much,  but  not 
on  behalf  of  the  Comptroller's  Office.  I  am  not  the  Comptroller,  you 
know.  I  am  just  the  First  Deputy  at  this  moment.  We  do  have  a 
Comptroller.  I  haven't  discussed  this  except  very  preliminarily 
with  Mr.  Heimann,  but  I  personally  would  like  to  see  that  kind  of  a 
law  at  least,  if  not  something  stronger. 

In  that  area,  in  the  overdraft  area,  I  don't  know  that  we  really 
need  any  new  law.  We  are  talking  about  really  sort  of  fundamental 
banking  practice  that  you  don't  go  into  overdrafts  unless  it  is  on 
sound  lending  principles  with  the  bank  earning  a  proper  rate  of 
return  on  the  overdraft.  I  don't  think  it  matters  too  much  whether 
your  loan  is  by  conventional  loan  agreements  or  by  overdrafts  as 
long  as  the  proper  interest  is  paid. 

Mr.  Cavanaugh.  I  think  one  of  the  most  common  phrases  batted 
about  in  this  whole  encounter  is  that  this  is  a  common  banking 
practice,  what  Mr.  Lance  did  in  terms  of  overdraft  is  a  common 
banking  practice. 

Now  you  entered  into  an  administrative  agreement,  basically  a 
cease  and  desist,  and  their  transactions  with  the  Calhoun  bank. 

Is  that  a  common  administrative  agreement?  Are  there  any 
others  operative  by  the  Comptroller  at  this  time? 

Mr.  Bloom.  That  have  that  practice  involved  in  it? 

Yes,  I  think  it  is.  I  would  have  to  say  that  it  is  a  little  too 
common,  I  am  afraid. 

Mr.  Cavanaugh.  The  Comptroller's  Office  does  at  this  time  have 
other  agreements  similar  to  the  agreement  expired  on  November 
22  with  the  Calhoun  bank  specifically  prohibiting  overdraft  policies 
with  regard  to  individual  depositors  or  borrowers? 

Mr.  Bloom.  Yes,  sir,  it  is  not  an  uncommon  occurrence,  where 
we  have  an  insider  situation  where  we  think  the  insiders  have 
been  taking  some  improper  advantage  of  their  position,  to  have 
overdrafts  occurring. 

Mr.  Cavanaugh.  How  common  is  it? 

Mr.  Bloom.  It  is  one  of  the  things 

Mr.  Cavanaugh.  How  many  similar  agreement  provisions  are 
currently  in  force? 

Mr.  Bloom.  I  couldn't  answer  that,  sir.  I  would  guess  maybe 
three  or  four,  something  like  that.  I  am  guessing. 

Mr.  Cavanaugh.  Could  you  also  submit  that  for  the  record? 

Mr.  Bloom.  Yes,  sir. 

[At  the  request  of  Congressman  Cavanaugh,  the  following  re- 
sponse was  furnished  by  Mr.  Bloom  for  inclusion  in  the  record:] 
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Response  Received  from  Mr.  Bloom 

The  staff  has  advised  me  that  a  brief  review  of  our  files  indicates  that  the  number 
of  cease-andndesist  orders  and  agreements  with  national  banks,  currently  in  force, 
which  specifically  prohibit  overdraft  policies  is  12. 

Mr.  Cavanaugh.  Mr.  Tarleton,  in  your  region,  how  many  agree- 
ments do  you  have  prohibiting  and  naming  individuals  with  regard 
to  overdraft  procedures? 

Mr.  Tarleton.  If  you  don't  mind,  I  would  prefer  to  go  back  to  the 
records  and  get  the  actual  accurate  numbers  and  submit  them  to 
you.  I  would  have  difficulty  establishing  that  information  just  from 
recollection.  I  would  prefer  to  give  you  accurate  information. 

Mr.  Cavanaugh.  My  understanding  of  the  Comptroller  is  he 
thinks  there  are  three  or  four,  nationwide,  which  would  mean  if 
you  had  any — do  you  have  any? — let  me  ask  you  that? 

Mr.  Tarleton.  I  can't  honestly  say  I  have  any  without  checking 
the  files. 

Mr.  Cavanaugh.  Do  you  have  any  more  agreements  operative 
with  banks  in  your  region? 

Mr.  Tarleton.  Yes,  sir. 

Mr.  Cavanaugh.  But  you  don't  know  if  any  of  them  entail 
specific  prohibitions  of  individuals  in  overdraft  procedures. 

Mr.  Tarleton.  That  is  correct. 

Mr.  Cavanaugh.  All  right. 

If  you  would  submit  that  for  the  record,  I  would  appreciate  it. 

Mr.  Tarleton.  Certainly. 

[In  response  to  the  information  requested  by  Congressman  Ca- 
vanaugh, the  following  letter  was  received  from  Mr.  Tarleton  for 
inclusion  in  the  record:] 
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Sixth  National  Bank  Region 

Suite  2700,  Peachtree  Cain  Tower 

229  Peactitree  Street,  N.E. 

Atlanta,  Georgia  30303  Regional  Administrator 

October  6,  1977 


Subcommittee  on  Financial  Institutions 
Committee  on  Banking,  Finance  and 

Urban  Affairs 
U.  S.  House  of  Representatives 
Washington,  D.  C. 


In  response  to  Mr.  Cavanaugh's  question  directed  to  me  at  page  162,  lines 
2990  through  2992,  of  the  transcript  of  my  testimony  before  the  Subcommittee 
on  September  6,  1977,  in  a  very  narrow  sense  there  are  in  the  Sixth  National 
Bank  Region  no  outstanding  "agreements  prohibiting  and  naming  individuals 
with  regard  to  overdraft  procedures"  in  those  specific  terms. 

There  are  in  the  broader  sense  of  the  question,  however,  outstanding  agree- 
ments between  the  Office  of  the  Comptroller  of  the  Currency  with  nine  (9) 
banks  in  the  Sixth  National  Bank  Region  prohibiting  the  respective  banks  from 
extending  credit  to  named  individuals  associated  with  the  banks.   Such  pro- 
hibited extensions  of  credit  would  seem  to  embrace  overdrafts  as  a  form  of 
extension  of  credit. 

Beyond  the  "agreements"  with  respect  to  which  Representative  Cavanaugh  in- 
quired, there  are  outstanding  certain  unilateral  actions  dealing  with  the 
subject  matter  of  the  first  paragraph  above. 

Jery  truly  yours. 


Oj^dt 


Donald  L.  Tarleton 

Regional  Administrator  of  National  Banks 

Sixth  National  Bank  Region 
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Mr.  Cavanaugh.  I  yield  the  remainder  of  my  time,  Mr.  Chair- 
man. 

Mr.  RoussELOT.  Would  the  gentleman  yield,  briefly? 

Mr.  Cavanaugh.  I  yield  to  the  gentleman. 

Mr.  RoussELOT.  You  said  to  me  and  to  others  that  this  was  not  a 
very  common  agreement.  I  realize  you  want  the  number,  and  you 
want  to  be  exact,  just  like  Mr.  Bloom.  But  you  can't  tell  us  today 
whether  you  have  signed  any  of  these  recently?  Say,  within  the 
last  year? 

Mr.  Tareleton.  Agreements? 

Mr.  RoussELOT.  Yes,  like  the  one  involving  Calhoun  First  Nation- 
al Bank. 

Mr.  Tarleton.  Yes,  sir.  We  do  have  some.  I  cannot  tell  you  how 
many. 

Mr.  RoussELOT.  I  know.  It  is  the  numbers  you  cannot  provide. 

Mr.  Tarleton.  That  is  right. 

Mr.  Bloom.  Mr.  Cavanaugh  was  asking  about  a  particular  type 
of 

Mr.  RoussELOT.  You  can't  remember  whether  you  have  one  or 
two  in  your  region? 

Mr.  Bloom.  Concerning  overdrafts?  There  are  a  variety  of  abuses 
unfortunately  that  we  run  into.  Our  agreements  are  not  all  the 
same. 

Mr.  RoussELOT.  We  understand  that. 

Chairman  St  Germain.  Would  it  be  possible  in  submitting  the 
information  on  the  other  agreements  if  you  were  to  delete  the 
name  of  the  bank  and  the  individuals  involved,  to  submit  the  text 
of  the  agreements  in  such  a  mannner  so  as  not  to  identify  the 
financial  institutions? 

Mr.  Bloom.  I  don't  see  why  not,  as  long  as  there  is  no  connection 
with  an  institution. 

Chairman  St  Germain.  Right.  The  reason  for  that  question  is 
that  Mr.  Rousselot  did  make  a  remark  a  little  while  back — it  seems 
like  a  pretty  tough  agreement.  We  would  like  to  compare  it  with 
other  agreements. 

[Text  resumes  on  p.  231.] 

[At  the  request  of  Chairman  St  Germain,  the  following  material 
was  furnished  by  Mr.  Bloom  for  inclusion  in  the  record:] 
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Bank  "A" 


AGREniENT   BY   PdiO   BETI-TEEN 


AMD 

THE  OFFICE  OF  THE  COMPTSOLLER 

OF  THE  CUPJIE^'CY 


WHEREAS,  The  ■■■■■■■■■■■■^■^■■■^^■^■■■V 
(hereinafter  the  "BANK"),  and  the  Comptroller  of  the  Currency 
of  the  United  States  of  America  (hereinafter  the  "COMPTROLLER"), 
wish  to  protect  the  interest  of  the  depositors,  other  customers, 
and  shareholders  of  the  BANK,  and,  toward  that  end,  wish  the 
BANK  to  operate  safely  and  soundly,  and  in  accordance  with 
all  applicable  laws,  rules,  and  regulations;  and 

WHEREAS,  the  COMPTROLLER,  through  his  appointed  National 
Bank  Examiner,  has  criticized  certain  practices  of  the  BAHK 
In  Exajnination  Reports  and  letters  to  the  BANK  as  being 
unsafe  and   unsound,  within  the  meaning  of  the  Financial 
Institutions  Supervisory  Act  of  1966  (12  O.S.C.  S1818) ;  and 

WHEREAS,  in  the  Report  of  Examination  of  the  BANK, 
dated  JBigBBL  1977,  (hereinafter  "REPORT  OF  EXAMINATION"), 
and  incorporated  herein  by  reference  the  same  as  if  fully 
set  forth,  the  COMPTROLLER,  through  his  appointed  National 
Bank  Examiner,  has  cited  certain  violations  of  law,  rules 
and  regulations  applicable  to  the  BANK;  and 

WHEREAS,  the  COMPTROLLER  and  the  BANK  believe  it  to  be 
in  the  best  interest  of  the  BANK  to  avoid  other  administrative 
proceedings  pursuant  to  the  Financial  Institutions  Supervisory 
Act  of  1966  (12  U.S.C.  S1818,  et  seq.),  or  the  National  Bank 
Act  of  1864  (12  U.S.C.  §1,  ot  sec.),  as  amended; 

NOW,  THEREFORE,  IT  IS  HEP^BY  AGREED,  between  the  BANK, 
through  its  duly  elected  and  acting  Board  of  Directors,  ajid 
the  COi-IPTROLLER,  through  his  duly  authorized  and  acting  "  . 
Representative,  that  conmencing  no  later  than  the  effective 
date  of  this  Agreement  or  as  shall  otherwise  be  specified  in 
the  several  .Articles  of  this  Agreement,  the  BANK  shall 
operate  at  all  times  in  compliance  with  the  Articles  of  this 
Agreement. 
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ARTICLE  I 

(1)  This  Agreenent  shall  be  construed  to  be  a  "written 
agreement  entered  into  with  the  agency",  withia  the  meaning 
of  the  Financial  Institutions  Supervisory  Act  of  196  6,  12 
U.S.C.  SlS13(b) (1). 

ARTICLE  II 

(2)  The  BASK  shall  take  all  due  measures  to  correct 
the  violations  of  law  listed  on  page  5  of  the  REPORT  OF 
EXAMINATZO:i  and  shall  institute  procedures  to  assure  ftill 
compliance  with  applicable  laws  and  regulations  from  this 
date  forward. 

ARTICLE  III 

(3)  The  Board  of  Directors  shall,  within  sixty  (60) 
days  of  the  effective  date  of  this  Agreement,  provide  the 
BANK  with  a  new,  active,  and  capable  senior  lending  officer, 
to  supplement  the  existing  officer  staff  and  aid  President 

Jflim^pin  the  ad:r.inistration  of  the  bank.   Prior  to  the 
employaent  or  appointiaent  of  such  individual,  his  name  shall 
be  submitted  to  the  REGIONAL  ADMINISTRATOR,  who  shall  have 
a  power  of  veto  over  his  exploi-nent  or  appointment;  provided, 
however,  that  failure  to  exercise  such  veto  shall  not  constitute 
an  approval  or  endorss.-ent  of  said  officer. 

(4)   The  authority  of  such  new  senior  lending  officer 
shall  be  set  forth  in  writing  and  in  detail  by  the  Board  of 
Directors,  and  shall  include  enforcing  and  maintaining 
lending  and  collection  policies  in  accordance  with  applicable 
law  and  safe. and  sound  banking  practices. 

tS)   The  BAKK  shall  fomulate  and  initiate  a  formal 
program  to  train  its  officers.   Training  shall  specifically 
include  review  and  discussion  of  the  Bank's  lending  policies 
and  the  ir-.?ortance  of  adherence  thereto. 
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ARTICLE  IV 
(6)   The  BANK  shall  take  the  following  action  with       -^ 
respect  to  its  present  electronic  data  processing  (EDP) 
system: 

(a)  Additional  applications  will  not  be  automated 
on  the  present  equipment  until  the  software 
for  that  application  has  proven  sufficient  to 
neet  the  Mininua  Standards  of  Information  (MSI) 
requirements  established  by  the  Comptroller r 
all  other  conditions  of  this  Article  have 
been  met;  and  pemission  has  been  obtained  in 
writing  from  the  REGIONAL  ADMINISTRATOR; 

(b)  Develop  a  contingency  plan  for  the  possibility 
that  ■■■■■^^■■■■■■BP  cannot  adequately 
maintain  or  support  the  BAlJK's  present  computer 
system,  including  both  hardware  and  software; 

Cc)   Provide  and  maintain  on  file  the  following 
documentation  for  each  application: 
tl)   system  narrative; 
(ii)   system  flowchart; 
(iii)   record  layout  schematics; 
(iv)   description  of  restart  and  recovery 
procedures: 
(v)   description  cf  edit  checking; 
(yi)   complete  documentation  of  all  program 

changes  including  chronological  history 
and  a  description  of  the  change; 
Cvii)   current  program  source  listing; 
Cyiii).  operator  set-up  instuctions; 

(ix).  descriptions  of  error  messages,  program 

halts  and  required  operator  Intervention; 
C;c).  file  retention  and  back-up  procedures; 
and 
(;ci).  description  of  output  and  instruction 
for  source  clata  preparation. 
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(d)  Enter  into  negotiations  to  obtain  a  written 
agreement  withflMH  under  which  flHBP  becomes 
obligated  to  give  the  BANK,  at  any  time  that 

flH^B  should  no  longer  be  able  to  maintain  or 
support  the  EDP  system,  complete  documentation. 
of  all  nodifications  to  the  BAMK's  PDP-11 
computer  (hardware  and/or  operating  system 
nodifications)  ; 

(e)  Develop  a  formal  plan  for  complying  with  the 
Hininun  Standards  of  Information  (MSI) 
required  for  ED?  systems  by  the  Comptroller; 

(f )  Develop  a  file  maintenance  report  for  each  of 
its  automated  applications; 

(g)  Obtain  with  all  due  diligence  and  speed 
Current  financial  data  on  ^ggf  and  maintain 
this  data  on  a  current  basis;  and 

(h)   Institute  audit  procedures  that  will  include 
frequent  and  adequate  audits  and  reviews  of 
the  BAKK's  EDP  operations  and  applications. 

ASTICLE  V 

(7)  The  BA^:K  acknowledges  that  it  would  be  in  the  best 
Interest  of  the  BA::x  to  secure  additional  capital. 

(8)  The  BANK  shall,  co;iL-encing  iraraediately  upon  the 
execution  of  this  Agreement,  undertake  good  faith  efforts  to 
inject  adequate  capital  funds  ^yflHBHHSMi  1977.   The 
BAKK  shall  detail  its  progress  in  obtaining  the  necessary 
capital  in  each  report  required  by  ARTICLE  XII  of  this 
Agreement. 

ARTICLE  VI 

C9)      The   BA:-'K   shall   taV.e   iir.-nediate  and  continuing 

action   to  protect   the  BANK'S   interest  with   regard   to  those 

loans   subject   to   classification   and  other    loans   especially 

mentioned   at   pages   6   and    25-f.2   of    the   P-EP0R7   OF  EXAi'tlMATION. 


162 


(10)  within  thirty  (30)  days  of  the  effective  date  of 
this  Agreement,  the  Board  of  Directors  of  the  BANK  shall 
adopt  a  resolution  incorporating  a  written  program  for 
eliminating  said  loans  from  classified  status;  and  shall 
appoint  a  Committee  to  act  on  behalf  of  the  BANK  to  effect 
such  program. 

(11)  The  Committee,  acting  in  the  name  of  the  BANK, 
and  as  a  representative  of  the  Board  of  Directors,  shall  be 
empowered  to  take  whatever  action  it  deems  necessary  to 
accomplish  the  objectives  of  the  program;  including,  but  not 
limited,  to:   demanding  payment  on  nonagricultural  demand 
notes  and  indemnification  agreements,  obtaining  current  and 
satisfactory  credit  information  on  borrowers  and  others, 
obtaining  additional  collateral,  properly  docximenting  and 
securing  collateral,  foreclosing  on  collateral,  and  pursuing, 
any  necessary  legal  action.   The  BANK'S  management  shall 
furnish  the  Committee  with  whatever  assistance  is  requested 
by  the  Committee  in  the  performance  of  its  duties. 

(12)  The  BANK  shall  not  extend,  directly  or  indirectly, 
any  additional  credit  to  any  borrower  whose  extension  of 
credit  has  been  criticized  in  whole  or  in  part  in  the  REPORT 
OF  EX.V-1INATI0N,  SO  long  as  the  credit  remains  criticized  and 
uncollected. 

(13)  Paragraphs  11  and  12  of  this  Article  shall  not 
apply  to  a  specified  credit  if  the  Committee  determines  that 
it  is  in  the  best  interest  of  the  BANK  to  extend  additional 
credit  or  refrain  from  the  listed  corrective  actions  solely 
to  protect  the  best  interest  of  the  BANK;  and  the  Committee 
requests  in  vrriting  and  receives  in  writing  the  approval  of 
the  REGIONAL  ADMIMSTRATOR  for  all  such  credits  in  excess 

of  $5,000. 

Ar.TICLE  VII 
(14)   The  BA^'K  shall  review  monthly  and  shall  adhere  to 
and  follow  strictly  its  written  loan  policies.   All  officers 
of  the  BANK  shall  be  provid-;!d  v;ith  current  copies  of  these 
policies. 
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(15)   The  BA:j:<  shall  define  its  trade  area  as  that 
locale  fro=l  vhich  it  derives  seventyfive  percent  (75%)  of 
its  deposits  or  a  geographical  area  within  a  twentyfive  (25) 
mile  radius  of  the  3A^:•C•s  main  office,  whichever  is  smaller. 

(16)  The  3A:;k  shall  add  to  its  loan  policy  a  provision 
prohibiting  out-of-trade  area  loans,  as  that  term  is  defined 
herein  above. 

ARTICLE  VIII 

(17)  The  BAi;x  shall  promptly  institute  a  program  for 
improving  its  liquidity  position,  and  shall  achieve  and 
maintain  an  average  daily  liquidity  position  of  not  less 
thcUi  fifteen  (15)  percent,  exclusive  of   federal  funds  pur- 
chased and  other  borrowings. 

(18)  In  accordance  with  the  requirements  stated  in  tha 
preceding  paragraph,  tha  SANK  shall,  within  thirty  (30)  days 
of  the  effective  date  of  this  Agreement,  submit  to  the 
REGIONAL  ADMI^:iST?.=.TOP.  a  written  summation  of  the  program 
adopted  to  improve  its  liquidity  position.   In  addition,  the 
BAiNK  shall  sub-it  to  the  REGIONAL  ADMINISTRATOR  a  weekly 
liquidity  analysis  report. 

(19)  Tha  B.-^rK  shall,  with  all  due  diligence,  reduce 
its  dependency  on  borrov.ed  funds  of  all  types,  as  well  as  on 
volatile  liabilities  including  $100,000  certificates  of 
deposit  which  are  derived  from  outside  of  its  trade  area,  as 
defined  in  ARTICLE  VII,  paragraph  (15),  above. 

ARTICLE  IX 
(20)   The  BAi:K  shall  establish  new  policies  for  con- 
trolling and  supervising  its  internal  operations  which  shall 
include,  but  not  ba  li-ited  to,  the  following: 

(a)   the  BA::k  shall  establish  a  comprehensive 
fomal  written  audit  program  and  audit 
controls  which  shall  be  used  on  a  continuing 
basis.   This  audit  program  shall  be  imple- 
mented no  later  than  thirty  (30J  days  after 
the  effective  date  of  this  Agreement; 
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(b)  the  BANK  shall  appoint  or  enploy  an  employee 
or  officer  to  oversee  this  audit  program,  and 
if  not  previously  so  trained,  shall  provide 
him  with  formal  audit  training.   His  area  of 
responsibility  shall  be  clearly  defined,  and 
a  system  whereby  he  will  report  directly  to 
the  Board  of  Directors  shall  be  instituted; 
and 

(c)  the  BANK  shall  initiate  and  continue  a  progrcun 
of  periodic  examinations  by  its  directors  of 
its  internal  operations. 

ARTICLE  X 

(21)  The  BANK  shall  take  all  necessary  steps  to  obtain 
current  and  satisfactory  credit  information  on  all  loans 
lacking  such  information  as  listed  on  pages  43  and  44  of 
the  REPORT  OF  EXAMINATION. 

(23)  The  BANK  Shall,  within  thirty  (30)  days  of  the 
effective  date  of  this  Agreement,  submit  to  the  REGIONAL 
ADMINISTRATOR  a  written  summation  of  the  procedures  and 
forms  adopted  to  obtain  and  record  all  necessary  credit 
information. 

(22)  The  BANK  shall  refrain  from  granting  to  any 
borrower  any  loan  or  other  extension  of  credit  unsupported 
by  current  and  satisfactory  credit  information,  including 
statements  of  the  purpose (s)  for  which  said  loans  or  other 
extensions  of  credit  were  made,  as  well  as  the  source  and 
terms  of  repayment. 

(24)  The  BANK  shall  maintain  conplete  and  accurate 
credit  information  on  all  borrowers  for  the  period  during 
which  their  loans  are  outstanding  or  for  a  minimum  of  five 

(5)  years  as  required  in  12  U.S.C.  S1829(b)  and  31  C.F.R. 
S103,  et  seq. ,  whichever  period  of  tima  is  greater. 
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ARTICLE  XI 

(25)  The  BANK  shall  increase  its  Reserve  for  Possible 
Loan  Losses  to  an  adequate  level. 

ARTICLE  XII 

(26)  Beginning  thirty  (30)  days  after  the  effective 
date  of  this  Agrear.ent  and  each  thirty  (30)  days  thereafter, 
the  BANK  shall  subniit  complete  vnritten  reports  to  the  REGIONAL 
ADMINISTRATOR  detailing: 

(a)  the  actions  taken  by  the  BANK  to  rectify 
those  matters  criticized  in  the  REPORT  OF 

exa:unation; 

(b)  the  actions  taken  by  the  BANK  to  comply 
with  each  Article  of  this  Agreement;  and 

(c)  the  results  of  those  actions. 

(27)   The  effective  date  of  this  Agreement  shall  be 
the  date  of  its  signature  by  the  COMPTROLLER'S  representative 
and  a  laajority  of  the  Board  of  Directors  of  the  BANK. 

ARTICLE  XIII 

(28)  It  is  expressly  and  clearly  understood  that  if, 
at  any  tir.e,  the  COyJ'TP.OLLER,  in  his  sole  discretion,  deems 
it  appropriate  in  fulfilling  the  responsibilities  placed 
upon  the  CO:%PTROLLER  by  the  several  laws  of  the  United 
States  of  A-ierica,  to  undertake  any  action  affecting  the 
BAKK,  nothing  in  this  Agreement  shall  in  any  way  inhibit, 
estop,  waive,  bar  or  otherwise  impede  or  prevent  the  COMPTROLLER 
from  so  doing. 

ARTICLE  XIV 

(29)  The  provisions  of  this  Agreement  shall  continue 
in  full  force  and  effect  until,  unless,  or  inasmuch  as  such 
provisions  shall  ba  r.odified,  suspended,  excepted,  waived  or 
teminated  by  nutual  consent  of  the  parties  of  this  Agreement. 
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IN  TESTIMOMV  JfflEREOF,  the  undersigned,  designated  by 
the  Comptroller  of  the  Currency  as  his  representative,  has 
hereunto  set  his  hand  on  behalf  of  the  COMPTROLLER. 
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IN  TESTr'-ONY  V.-HEREOF,  the  undersigned,  2s  the  duly 
elected  and  acting  Board  of  Directors  of  the  BANK,  have 
hereunto  set  their  hands  on  behalf  of  the  BANK. 
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OTTicz  or  the;   C0VJ>7=0LL£?. 
OF    TKE    CU3.=l£;;CY 


KHEREAS,    the  ■■■■■iVHiaHVMa^BHaiBmi 
■■|B|mP||||HIBMBBI(hereinafter   tha 


and   tha   Co=?troller  of   the  Currency  of   the  United  States  oC 
A=«rica    (hereinafter  the  "COH?TROI.LEa")  ,   wish  to  protect   the 
interest  of  the  depositors,   other  customers,    and  shareholders 
of  the  SMIK,    and,   toward  that  end,   wish  the  BAMK  to  operate 
Siafsly  and  soundly  and  in  accordance  witb  all  applicobla 
law«   rules  and  regulations; 

BOW,   TSZSZrO^Z,    IT    IS  ETSETBY   ACB££D.    between    tha  BJUiK. 
t3irou9h  its  duly  elected  and  actiing  Board  of  Directors,   and 
the  C0t'JTaatii2,    the  signature  of  whose  duly  authorized 
representative   appears  below,   that  co=encing  upon   tha 
effective  date  of  this  Agreecent,   or  as   shall  oUiarwise  be 
specified  in   the  several  Articles    thereof,    the  EfiliK.  shall 
operate  In  cos^liance  with  tha  Articles  of  this  Agresctent. 

AKTICLi:    X 
(1)      This  Agreeflient  shall  be  construed  to  be   a   'written 
agreesant  entered  into  with  tha  agency,"   within  the  ceaning 
of  tha  Financial   Institutions  Supervisory   Act  of    1966,    12 
O.S.C.    S1818  (b)(1).'  -  •  .  - 

JISTICLS    II 
C2)      The  Board  of  Directors  of   the   BANT?  shall,   withia 
Blnety    (90)    days  of   the  effective   date  of   this  Agrcanent, 
provide   the  BKIK  with  a  new,   capable  and   experienced  chief 
executive  officer.      The   authority  of   such  new  chief  executive 
officer   shsll  be   set   forrh  in  writing  by   the  Board  of   Directors 


169 


of   t^e  3a::k,    a.-.d  shall   ir.clude  priaary  responsiiii.lisy  Co 
assure  ccr.cliar.ca  oi  the   BAJJS  with   Che  Ceres  oS   this  Agreanaa? 
He   shall   be   accountable   solely   to   the  Board  of  Directors. 

(3)  Prior   to   the   enploynent  or  appoiaCaenC  of  such 
ir.eiividuil,    his   r.a^a   shall  be   subniicted   to   the   Re^ioaaX 
Ad=inistrat3r  of  National  3a3:<s   for  the  (^BB  National  Bank 
?^;ior.,  IBimtaBBBHI  (hereinafter  Ch«   'SECIONAI. 
nOMi::iST?J^r3?.*)  ,  who  shall  have  a  power  of  veto  over  his 
e=3loy=9r.C  or  apaoinCzent'f  PSOVIO£0.    EOH^VSS,    that  fallor* 

to  exercise  such  veto  shall  not  be  construed  as  an  eodoraemenc 
or  approval  of  the  individual. 

(4)  The  new  chief  executive  officer  shall,  wichla 
thirty   (30)   days  of  his  effective  data  of  eaployBantt, 
review,  with  the  Board  of  Directors  of  the  BANK,   Cha  Xeaa 
depart=est  personnel  of  the  BAinc.   to  detaxnina  tha  naod  Xox 
additional,   capable  loan  officers.      A  detailed  saporC  e£ 
that  review,   with  hiring  plans,   shall  be  submitcad  to  tha 
lEGIOSAL  AD.Yi::iST?ATOR,   within  forty-five    (45)    days  of   tba 
«3?loy=ent  data. 

JiRnCtS   III 
15)      Within  sixty    (60)    days  of   the  effective  date  of 
this  Agreessnt,    the  Board  of  Directors  of  the  BANK  shall 
for=ulate  a  written  progrsa,   including  a  projected  budgaC 
for  1977,   to  improve  the  earnings  of  the  BANK.     Such  progxaa 
shall  particTilarly  address: 

(a)  cost  of  funds  to  the  BA:iK  and  return  on 
assets: 

(b)  diversification  of  risk  in  tha  loan  porcfolloj 

(c)  non-interest  expenses; 

(d)  cash  collections; 

(e)  reliance  on  borrowed  funds; 

(f)  investzent  portfolio  manage=ene. 

A  copy  of  such  pro;ra=  shall  be  forwarded  to  the  BECXOKAb 
;-;:;:: ISTPJ^rO?.,  -ith  nonthly  reports  thereafter  of  the  BAsnC's 
actual  ir.ccr.e  ir.d  excsr.ses  as  ccsparad  to  canagecent's 
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ARTICtE  IV 
(6)   The  Board  o(   Directors  of  the  BA;IK  shall,  with  dua 
dilic^nce  and  s?»ed,  effect  correction  of  the  internal 
control  and  audit  weaknesses  cited  at  pages  10  through  11-1 
of  the  Report  of  £xa=iination.  dated  I 
(hereinafter  the  "RiPOHT  OF  EltAMISATIOtJ")  .  and  any  subsequent 
Internal  control  weaknesses  identified  by  the  BANK'S  outsid* 
auditors. 

ARTICLE  V 
t7)   The  BANS  shall  not  declare  or  pay  any  dividand  or 
ethar  distribution  upon  earnings,  without  the  expxaas,  prior 
written  approval  of  the  REGIOtlAi  ADMINISTHAIOR. 

"      •  -  -  ARTICLE  VI 

(8)  'wi'thin  thirty  (30)  days  of  the  effective  data  of 
this  Agreement,  the  Board  of  Directors  of  tha  BANK  shall 
foroulate  a  written  program  to  increase  tha  e<^ity  capital 

Of  the  BAT.'K  by  no  less  than  three  nillicn  dollars  ($3,000,000) 
by  ^|0^Btol9'77>  A  copy  of  such  written  prograia  shall  be 
forwarded  to  the  REGIONAL  ADMINISTRATOR. 

ARTICLE  VII 

(9)  Hithin  thirty  (30)  days  of  the  effective  date  of 
this  Agreenent,  the  Board  of  Directors  of  tha  BANK,  in  con- 
sultation with  the  bank's  outside  auditors,  shall  develop  a 
written  report  of.  a  loan-by-loaa  analysis  regarding  the 
adequacy  of  the  BANX's  valuation  reserve  in  relation  to  tha 
risk  inherent  in  the  BANK'S  loan  portfolio.  Such  analysis  . 
shall  particularly  address: 

(a)  loan  loss  experience; 

(b)  estimate  of  potential  risk  exposure  on  each 
significant  credit; 

(c)  cosiparison  to  peer  banks  in  terns  of  percencagt 
of  valu3.tior.  reserve  to  total  loans  ou£s:ar.di» 

A  copy  of  such  report  shall  be  subaitted  to  the  RECIO>:a^ 
ADMir.-ZSTPJi.rO?.. 
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ARTICLE  VIII 

(10)  Within  tea  (10)  days  of  the  effective  date  of 
this  Agreer-.ent,  a  Coxaittee  shalL  be  appointed  by  the  Board 
of  directors  of  the  BASK  to  act  on  behalf  of  the  BANK  to 
assure  the  orderly  collection,  elinination,  reduction,  or 
collateralization  of  any  loans  or  extensions  of  credit 
criticised,  including  other  loans  especially  mentioned,  in 
the  SiPOST  OF  EXAMINATIOM,  incorporated  herein  by  reference, 
and  which  nay  be  criticised  in  subsequent  examinations. 

(11)  The  REGIONAL  ADMINISTRATOR  shall  have  a  power  oC 
veto  over  co.-snittee  membership,  PROVIDED,  HOWEVER,  that 
failure  to  exercise  such  veto  shall  not  be  construed  as 
approval  of  euiy  committee  member. 

(12)  The  Co=mittee,  acting  in  the  name  o£  the  BANK  and 
as  a  representative  of  the  Board  of  Directors,  shall  be 
empowered  to  take  whatever  action  it  deems  necessary  to 
accomplish  the  Cossaittee's  purpose;  including,  but  not 
limited  to:   demanding  payment  on  demand  notes  and  indemni- 
fication agreements,  obtaining  current  and  satisfactory 
credit  information  on  borrowers  and  others,  obtaining 
additional  collateral,  properly  documenting  and  securing 
collateral,  foreclosing  on  collateral,  and  pursuing  any 
necessary  legal  action.  The  BANK  shall  furnish  the  Cotmittee 
with  whatever  assistance  is  requested  by  the  Cocuaittaa  in 
the  performance  of  its  duties. 

(13)  The  Coranittee  shall  submit  monthly  progress 
reports  to  the  REGIONAL  ADMINISTRATOR,  detailing  plans  and 
efforts  to  eliminate  such  assets  from  criticized  status. 
Such  monthly  reports  shall  particularly  address: 

(a)  current  balances  to  date; 

(b)  repayment  programs; 

(c)  strength  of  collateral  position. 

(14)  The  3A;:k  shall  not  extend,  directly  or  indirectly, 
any  additional  credit  to  any  borrower  whose  extension  of 
credit  has  been  criticised,  in  whole  or  in  part,  in  the 
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REPORT  OF  EXA:;:::AT:on,  ir.corporatsd  herein  by  ceCerencs,  and  • 
vhich  ray  be  criticised  in  subsaquant  examinations,  so  lon^ 
as  the  credit  renains  criticized  and  uncollected;  PROVIDED, 
KOWi'/Z?.,  that  this  paragraph  shall  not  apply  to  specific 
credits  as  to  which  the  Corroittea,  established  pursuant  to 
Paragraph  ten  (10)  above,  shall  certify  in  writing  that 
additional  extensions  or  forbearance  fron  listed  corrective 
actions  is  necessary  to  forestall  bankruptcy  of  the  borrower, 
or  is  in  the  innediate  best  interest  of  the  BANK.   When  the 
Coitaittee  shall  so  certify,  a  copy  of  the  written  certification 
•hall  be  maintained  in  the  credit  file  of  the  borrower. 

ARTICLS  IX 

(15)  Within  thirty  (30)  days  of  the  date  of  this  Agreemen 
the  Board  of  Directors  of  the  BANK  shall  adopt  a  written 
resolution  incorporating  a  written  investment  account  policy, 
to  which  the  BANK  shall  strictly  adhere.   This  policy  shall 
include,  but  not   necessarily  be  limited  to,  the  following: 

(a)  a  strict  definition  of  the  type  or  kind  of 
security  or  stock  to  be  purchased  and  held; 

(b)  liioits  upon  concentration  of  credit  in  the 
securities  portfolio; 

(c)  schedule  of  desired  maturities; 

(d)  specification  of  the  minimum  quality  of 
security  to  be  purchased  and  held; 

(16)  A  copy  of  the  draft  resolution  shall  be  forwarded 
to  the  REGIONAI,  ADMINISTRATOR,  for  his  approval,  prior  to 
adoption  by  the  Board  of  Directors. 

ARTICXE  X 

(17)  It  is  expressly  understood  that  if,  at  any  time, 
the  COMPTROLLER,  in  his  sole  discretion,  deems  it  appropriate, 
in  fulfilling  the  responsibilities  placed  upon  the  COt'tPTROIXER 
by  the  several  laws  of  the  United  States  of  Aaerica,  to 
undertake  any  action  affecting  the  BANK,  nothing  in  this 
Agreement  shall  in  any  way  inhibit,  estop,  waive,  bar,  or 
otherwise  ir-=ecie  or  prevent  the  COMPTROLLER  fron  so  doing. 
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ARTICLE  XI 
(IB)   The  provisions  o£  this  Agreement  shall  continue 
in  £ull  force  and  effect,  until,  unless,  or  inasauch  as  such 
provisions  shall  be  nodified,  suspended,  excepted,  waived  or 
otherwise  teminated  by  the  mutual  consent  ot   the  parties  to 
this  Agreenent. 


IN  TESTIMONY  tfflZaEOr,  the  undersigned,  designated  by 
the  COMFTROLLZR  as  his  representative,  has  hereunto  set  his 
hand  on  behalf  of  the  CO<U>T?OLL£R. 
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IS  lZS7Z>'.0rre  WHiSEOr,  the  undersigned,  as  the  duly 
elected  and  acting  Board  of  Directors  oC  the  BANK,  have 
Jiereur.to  sst  their  hands  on  behalf  of  the  BANK. 
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Bank  "C" 


31f   AN'O   3ETKEE 


A.\0 

OrTICi  OF  THE  COMPTROLLER 
O?  TKi  CURRiXCY 


WHEREAS,  the  ■■■■■IHBmM^^BBIIBBiBP 
^mH^  (hereinafter  the  '3A::x*),  and  the  CoaptroXler  of 
the  Currency  of  the  United  States  of  Anerica  (hereinafter 
the  "COMPTROLLER"),  vish  to  protect  the  interest  of  the 
depositors,  other  custcr.exs,  and  shareholders  of  the  BANK. 
and,  toward  that  end,  wish  the  BANK  to  operate  safely  and 
soundly,  and  in  accordasce  with  all  applicable  laws,  rules, 
and  regulations;  and 

WHEREAS,  the  CO:-!PTROLLEa,  through  his  appointed  National 
Bank  Cxacinsr.  has  criticized  certain  practices  of  the  QANK 
In  Exanination  Reports  and  letters  to  the  BANK  as  being 
unsafe  and  unsound,  within  the  ceaning  of  the  Financial 
Institutior.s  Supervisory  Act  of  1966  (12  U.S.C.  $1818):  and 

tmSPEAS.  in  the  Report  of  Exaaination  of  the  BANTC, 
dated mP|[|mm^|^(hereinafter  "REPORT  OF  EXAMIMATIC::")  , 
and  incorporated  herein  by  reference  the  sans  as  if  fully 
s«:  forth,  the-  COMPTROLLER,  through  his  appointed  National 
Bank  Exaainer,  has  cited  certain  violations  of  law,  rules 
and  regulations  applicable  to  the  BANK:  and 

WHEREAS,  the  COMPTROLLER  and  the  BANK  believe  it  to  be 
in  the  best  interest  of  the  BANK  to  avoid  adiainlstrative 
proceedings  pursuant  to  the  Financial  Institutions  Supervisory 
Act  of  1966  (12  C.S.C.  S1813,  et  sea- > •  or  the  National  Bank 
Act  of  1854  (12  U.S.C.  $1.  et  seq.),  as  amended; 

HOW,  TEESSFO.RE,  IT  IS  HEREBY  AGREED,  between  the  BA:;k, 
through  its  duly  elected  and  acting  Board  of  Directors,  and 
the  COMPTROLLER,  through  his  duly  authorized  and  acting 
Representative,  that  coc=:encing  no  later  than  the  effective 
date  of  this  Agreement  or  as  shall  otherwise  be  specified  in 
the  se-.-eral  Articles  of  this  Agreeaent.  the  BANX  shall 
operate  at  all  tires  in  coapliance  with  the  Articles  of  this 
Agreeaent. 
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ARTICLE  I 

(1)  The  BANK  shall  not  lend  money  or  otherwise  extend 
credit  to  any  borrower,  which  credit  exceeds  the  lending 
limitations  provided  in  12  U.S.C.  $84. 

(2)  The  BANK  shall,  with  all  due  diligence  and  speed, 
cause  all  loans  or  other  extensions  of  credit  which  are  now, 
or  become  in  the  future,  for  any  reason  whatsoever,  excessive 
of  the  lending  limitations  provided  in  12  U.S.C.  S84,  to  be 
reduced  to  conforming  amounts. 

ARTICLE  II 

(3)  The  BANK  shall  immediately  take  the  following 
actions,  as  required,  to  correct  and  eliminate  any  existing 
violations  of  12  U.S.C.  S375a: 

(a)  bring  all  loans  to  executive  officers 
to  conforming  amounts;  and 

(b)  require  executive  officers  to  submit 
the  appropriate  written  loan  reports. 

(4)  The  BANK  shall  not  extend  credit  to  its  executive 
officers,  unless  said  extension  of  credit  is  in  conformity 
with  the  provisions  of  12  U.S.C.  S37Sa. 

ARTICLE  III 

(5)  The  BANK  shall  refrain  from  purchasing  any  security 
for  its  own  account  which  is  ineligible  as  a  legal  investment 
for  a  national  banking  association  pursuant  to  12  U.S.C. 

$24. 

ARTICLE  IV 

(6)  Within  forty-five  (45)  days  of  the  date  of  this 
Agreement,  the  Board  of  Directors  of  the  BANK  shall  adopt  a 
written  resolution  incorporating  a  written  investment 
account  policy,  to  which  the  BANK  shall  strictly  adhere. 
This  policy  3hall  include,  but  not  necessarily  be  limited 
to,  the  following: 
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(a)  a  stric:  definition  of  the  type  or  kind  oE 
security  or  stock  to  be  purchased  and  held; 

(b)  liaits  upon  the  concentration  of  credit  in 
the  securities  portfolio; 

(c)  a  schedule  of  desired  maturities; 

(d)  specification  of  the  nininua  quality  of 
security  to  be  purchased  and  held; 

(e)  utilization  of  a  professional  bond  investment 
counselor  who  shall  assist  the  BANK  in 
restoring  safety,  soundness  and  quality  to 
the  bank's  investaent  portfolio; 

(f)  a  requireirenc  that  the  Board  of  Directors,  or  • 
a  duly  appointed  and  authorized  coomittee 
thereof,  give  prior  written  approval  of  all 
purchases  and  sales  of  securities  by  the 
BANK,  and  that  said  written  approval  be 
nalntained  by  the  BAinc  in  its  investment 
portfolio. 

(7)  A  copy  of  the  written  resolution  shall  be  forwarded 
to  the  Regional  Administrator  of  National  Banks  for  the 

^mmpNational  Bank  Region  (hereinafter  the  'REGIONAL 
ADMINISTRATOR"),  who  shall  have  a  power  of  veto  over. the 
written  investment  policy;  PROVIDED,  HOWEVER,  that  the 
failure  to  exercise  such  veto  shall  not  constitute  an  approval 
or  endorsement  of  said  policy. 

ARTICLE  V 

(8)  The  BANX  shall  in  no  case  coimit  itself  to  purchase 
securities  in  the  future  at  a  fixed  rate. 

AaTICLE  VI 

(9)  The  BANK  shall  not  pay  to  any  party  or  entity, 
•xcept  as  legzlly  declared  dividends,  any  portion  of  the 
Income  derived  from  the  sale  of  credit  life,  health,  and 
accident  insurance,  sold  in  connection  with  loans  made  by 
the  BANK. 
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ARTICLE  VII 

(10)  The  BANK  shall  take  inmediace  and  continuing 
action  to  protect  the  BANK'S  interest  with  regard  to  those 
assets  criticized,  including  other  loans  especially  mentioned, 
at  pages  7  through  7-A-7  of  the  REPORT  OF  EXAMINATIOH, 
incorporated  herein  by  reference. 

(11)  Within  thirty  (30)  days  of  the  effective  date  of 
this  Agreement,  the  Board  of  Directors  of  the  BANK  shall 
adopt  a  written  resolution  incorporating  a  written  program 
for  eliminating  said  assets  from  criticized  status. 

(12)  The  BANK  shall  not  extend,  directly  or  indirectly, 
any  additional  credit  to  any  borrower  whose  extension  of 
credit  has  been  criticized  in  whole  or  in  part  in  the  REPORT 
OF  EXAMINATION,  incorporated  herein  by  reference,  so  long  as 
the  credit  remains  criticized  and  uncollected;  PROVIDED, 
HOWEVER,  that  this  paragraph  shall  not  apply  to  specific 
credits  as  to  which  the  Board  of  Directors  shall  certify  in 
writing  to  the  REGIONAL  ADMINISTRATOR,  that  additional 
extensions  are  necessary  to  forestall  banlcruptcy  of  the 
borrower,  or  are  in  the  immediate  best  interest  of  the  BANK. 
When  the  Board  shall  so  certify,  a  copy  of  the  written 
certification,  together  with  a  specific  statement  of  all 
considerations  upon  which  it  is  based,  shall  be  maintained 

in  the  credit  file  of  the  borrower  in  addition  to  being 
forwarded  to  the  REGIONAL  ADMINISTRATOR. 

ARTICLE  VIII 

(13)  Within  thirty  (30)  days  of  the  effective  date  of 
this  Agreement,  the  Board  of  Directors  shall  institute  an 
audit  of  the  BANK  to  be  performed  by  an  independent  outside 
auditing  firm.   Based  upon  the  recommendations  to  be  embodied 
in  the  auditor's  report,  the  Board  of  Directors  shall  forth- 
with formulate  a  written  program  to  effect  adequate  internal 
controls  and  auditing  procedures  over  operations  of  the 
BANK.   Such  program  shall  be  submitted  to  the  REGIONAL 
ADMINISTRATOR  who  shall  have  a  power  of  veto  over  said 
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program.   The  Board  of  Directors  shall  effectuate  said 
program  upon  receipt  of  notification  from  the  REGIONAL 
ADMINISTRATOR  that  he  has  not  exercised  his  power  of  veto 
with  respect  to  the  proposed  program. 

ARTICLE  IX 

(14)  The  Board  of  Directors  shall  review  those  extensions 
of  credit  cited  as  large  lines  and  concentrations  of  credit 

at  page  7-C  of  the  REPORT  OF  EXAMINATION  In  light  of  the 
principles  of  risk  diversification,  and  shall  reduce  any 
such  concentration  which  the  exercise  of  prudence  would 
require.  The  Board  of  Directors  shall  justify  in  writing 
its  decision  not  to  reduce  any  extension  so  cited,  which 
written  justification  shall  be  maintained  in  the  credit  file 
of  the  borrower. 

ARTICLE  X 

(15)  The  BANK  shall  not  engage  in  any  transaction 
which  is  not  promptly  and  properly  entered  on  the  books  of 
the  BANK  in  a  manner  which  accurately  reflects  the  BANK'S 
true  asset  and  liability  condition. 

ARTICLE  XI 

(16)  The  Board  of  Directors  shall,  within  ten  (10) 

days  of  the  effective  date  of  this  Agreement,  adopt  a  resolution 
specifically  defining  the  circumstances  under  which  the  BANK 
shall  permit  overdrafts  in  the  demand  deposit  accounts  of 
its  customers.  Said  resolution  shall  s'pecif ically  delineate 
the  policy  of  the  BANK  with  respect  to  overdrafts  in  accounts 
maintained  by  directors  and  employees  of  the  BANK.  Upon  its 
adoption,  the  resolution  shall  be  strictly  adhered  to  by  the 
BANK. 

ARTICLE  XII 

(17)  The  BA:.'K  shall  take  all  necessary  steps  to  obtain 
current  and  satisfactory  credit  information  on  all  loans, 
and  shall  refrain  free  granting  any  new  loans  or  leases  or 
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other  extensions  of  credit  in  excess  of  $5,000,  whether 
consumer  or  otherwise,  unless  supported  by  current  and 
satisfactory  credit  Infonnation. 

(18)  The  BANK  shall  correct  imperfections  pertalnln? 
to  the  securing  of  collateral,  and  shall  not  grant  any  new 
loans  or  other  extensions  of  credit  for  which  the  taking  of 
collateral  thereon  is  imperfect. 

ARTICLE  XIII 

(19)  As  of  and  subsequent  to  the  effective  date  of 
this  Agreement,  the  BANK  shall  not  knowingly  purchase, 
assume  or  acquire  in  any  manner,  directly  or  indirectly  in 
it*  own  capacity,  or  as  a  fiduciary  or  nominee  any  loan 
participation,  or  any  other  obligation  or  asset  in  any  form 
whatsoever,  FROM;  nor  shall  the  BANK  knowingly  extend, 
endorse,  guarantee  or  in  any  manner  provide  any  extensions 
of  credit  whatsoever,  TO  or  FOR;  any  of  the  following: 

(fc)   any  relative ,  whether  by  blood  or  by  carriage, 
of  the  above  referenced  individual,  including, 
but  not  limited  to,  spouse,  sons,  daughters, 
sons-in-law,  daughters-in-law,  parents,  and 
all  other  persons  related  by  blood  to  the 
first  degree  of  consanguinity; 

(c)   any  corporation,  partnership,  joint  endeavor, 
or  other  enterprise  or  undertaking  whatsoever, 
controlled  by  or  operated  substantially  In 
the  interest  of  any  of  the  above  referenced 
individuals;  where  'control*  shall  be  defined 
as  ownership,  whether  direct  or  indirect,  of 
ten  percentum  (10%)  or  more  of  the  Steele  or 
other  evidence  of  capital  or  equity  ownership 
of  any  such  organization;  and  where  'substantial 
interest'  shall  be  defined  as  derivation.  In 
any  manner  whatsoever,  of  income  amounting  to 
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more  than  ten  thousand  dollars  ($10,000.00) 
P«r  ""nun  as  a  result  of  the  operation  of  any 
such  organization. 

ARTICLE  XIV 

(20)  In  exercise  of  their  fiduciary  responsibilities 
to  the  BANK,  the  Directors  agree  to  rely  upon  their  own 
individual  and  collegial  judgments  in  administering  the 
affairs  of  the  BANK,  and  not  those  of  the  BANK'S  principal 
shareholders.   Additionally,  the  Board  agrees  to  instruct 
management  that  its  direction  in  conducting  the  business  of 
the  BANK  shall  emanate  exclusively  from  the  Board  of  Directors. 

ARTICLE  XV 

(21)  Recognizing  that  the  capital  structure  of  the 
BANK  is  in  wea)cened  circuastanees,  the  Board  of  Directors 
agrees  to  exercise  their  best  efforts  to  augment  the  capital 
of  the  BANK  by  an  appropriate  amount. 

ARTICLE  XVI 

(22)  The  Board  of  Directors  shall  vest  the  BANK'S 
Chief  Executive  Officer  with  sufficient  authority  to  assure 
the  safe  and  sound  operation  of  the  BANK  and  operational 
compliance  with  the  terms  of  this  Agreement.   If,  however, 
after  a  review  to  be  conducted  approximately  one  hundred  and 
eighty  (180)  days  from  the  effective  date  of  this  Agreement, 
the  performance  of  the  BANK'S  present  Chief  Executive  Officer, 
relative  to  those  matters,  is  not  deemed  acceptable  by  the 
REGIONAL  ADMINISTRATOR,  the  Board  of  Directors  shall  provide 
the  BANK  with  a  new,  active  and  capable  Chief  Executive 
Officer. 

(23)  ?rior  to  the  er.ploi-ment  of  such  individual,  his 
name  and  qualifications  shall  be  sufaraitted  to  the  REGIONAL 
ADMINISTRATOR  who  shall  have  a  power  of  veto  over  such 
employment;  PROVIDED,  HOivEVER,  that  the  failure  to  exercise 
such  veto  shall  not  constitute  an  approval  or  endorsement  of 
said  individual. 
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(24)  Should  the  employment  of  a  new  chief  executive 
officer  be  required  pursuant  to  this  Article,  the  Board  of 
Directors  shall  submit  monthly  reports  to  trie  REGIOtlAI. 
ADMINISTRATOR  detailing  its  efforts  to  hire  such  individual 
and  listing  the  neunes  of  potential  candidates. 

ARTICLE  XVII 

(25)  Within  thirty  (30)  days  of  the  effective  date  of 
this  Agreement,  and  every  thirty  (30)  days  thereafter,  the 
Board  of  Directors  shall  file  with  the  REGIONAL  ADMINISTRATOR 
a  report  detailing  the  progress  it  has  made  in  assuring 
compliance  of  the  BANK  with  the  terms  of  this  Agreement,  and 
detailing  the  actions  ta)cen  by  the  BANK  to  rectify  those 
matters  criticized  in  the  REPORT  OF  EXAMINATION,  any  subsequent 
Reports  of  Exeunination  and  any  special  examination  reports 
presented  thereafter. 

ARTICLE  XVIII 

(26)  It  is  expressly  and  clearly  understood  that  if, 
at  any  time,  the  COMPTROLLER,  in  his  sole  discretion,  deems 
it  appropriate  in  fulfilling  the  responsibilities  placed 
upon  the  COMPTROLLER  by  the  several  laws  of  the  United 
States  of  America,  to  underta)ce  any  action  affecting  the 
BANK,  nothing  in  this  Agreement  shall  in  any  way  inhibit, 
estop,  waive,  bar  or  otherwise  impede  or  prevent  the  COMPTROLLER 
from  so  acting. 

ARTICLE  XIX  ' 

(27)  The  provisions  of  this  Agreement  shall  continue 
in  full  force  and  effect  until,  unless,  or  inasmuch  as  such 
provisions  shall  be  modified,  suspended,  excepted,  waived  or 
terminated  by  mutual  consent  of  the  parties  to  this  Agreement. 

ARTICLE  XX 

(28)  This  Agreement  shall  be  construed  to  be  a  'written 
Agreement  entered  into  with  the  Agency, "  within  the  meaning 
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of  the  Financial  Institu 
12  U.s.C.  S1818(b)  (1)  . 


Supervisory  Act  of  1966, 


IN  TESTIMONY  WHEREOF,  the  undersigned,  as  the  duly 
authorized  Representative  of  the  COMPTROIiER,  has  hereunto 
set  his  hand  on  behalf  of  the  COMPTROLLER. 
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IN  TESTIMONY  WHEREOF,  the  undersignad,  aa  the  duly 
elected  and  acting  Board  of  Directors  of  the  BANK,  have 
hereunto  set  their  hands  on  behalf  of  the  BANK. 
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ANO 

EiE  OcriCE  OF   THE   COILPTRQJLLEIl 

OP  THE   CURHSNO: 


Bank  "D" 


KEZKEAS,  41 


(bereiipfter  the  "BAiK"),  and  the  Cosptroller  of  the  Ctirrency 
of  the  Dnited  States  of  America  (hereinafter  the  "COJlPTaOLLEA"]  , 
wish  to  protect  the  interest  of  the  depositors,  other  custonars, 
and  shareholders  of  the  BANS,  and,  toward  that  end,  wish  tha 
BASS  to  operate  safely  and  soundly,  and  in  accordance  vrlth 
all.  spplicahle  laws,  rules,  and  regulations;  and 

VHSEZAS,  on  OHMM  1977,  the  Ca''<°TS0LL3:il.  through  his 
appointed  !Iational  Bank  Exasinez,  coinsienced  an  examinatioa  ot 
the  BA2:S  pursTjant  to  12  D.S.C.  S481  and  has  xmcovered  certain 
violations  of  law,  rules  and  regulations  and  has  criticized 
certain  practices  of  the  BANK  as  being  unsafe  and  unsound, 
vithin  the  nsaning  of  the  Financial  Institutions  Supervisory 
Act  of  1956  (12  U.S.C.  51818);  and 

VaZSSAS,   the  COMPTROLLER  and  the  BANK  balieva  it  to  b« 
in  the  best  interest  of  the  BANK  to  avoid  further  adninistratlva 
proceedings  pirrsuant  to  the  Financial  Institutions  Supervisory 
Act  of  1955  (12  D.S.C.  51818,  et  sea.),  or  the  national  Bank 
Act  of  1S34  (12  D.S.C.  51,  et  sea.),  as  amanded; 

BOW,  THZSiTOBT,  IT  IS  EERE3X  AGSESO,  be^-een  the  BANS, 
throsgh  its  duly  elected  and  acting  Board  of  Directors,  and 
the  CO:E'T?.OLLZ?.,  through  his  duly  authorized  and  acting 
Itepresentative,  that  cossencing  no  later  than  the  effective 
eete  of  this  Agreeaent  or  as  shall  otherwise  be  spscified  Ir. 
the  several  Articles  of  this  Agreecsnt,  the  BANS  Shall 
operate  at  all  tines  in  compliance  with  the  Articles  of  this 
Agrcezent.  ' 
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(1)   This  Agreenenc  shall  be  construed  to  be  a  "wrlnten 
agreement  entered  into  with  the  agency",  within  the  meaning  of 
the  Financial  Institutions  Supervisory  Act  of  1966,  12  U.S.C. 
$1818(b)(l). 


(2)  The  BANK  shall  not  lend  money  or  otherwise  extend 
credit  to  any  borrower,  which  credit  exceeds  the  lending  limitations 
provided  In  12  U.S.C.  §84. 

(3)  The  BANK  shall,  with  all  due  diligence  and  speed, 
cause  all  loans  or  other  extensions  of  credit  which  are  now,  or 
become  in  the  future,  for  any  reason  whatsoever,  excessive  of  Che 
lending  limitations  provided  in- 12  U.S.C.  S84,  to  be  reduced  to 
conforming  amounts. 

ARTICLE  III 

(4)  The  BANK  shall  not  lend  money  or  otherwise  extend 
credit  to  any  of  its  affiliates,  as  defined  In  12  U.S.C.  S221a, 
without  complying  with  the  collateral  requirements  and  lending 
limitations  provided  in  12  U.S.C.  S371c. 

(5)  The  BANK  shall,  with  all  due  diligence  and  speed, 
take  such  action  as  may  be  necessary  to  ensure  that  all  loans 

or  other  extensions  of  credit  outstanding  to  its  affiliates  are 
brought  into  conformity  with  the  requirements  of  12  U.S.C.  $371c. 

ARTICLE  IV 

(6)  The  Board  of  Directors  shall  forthwith  establish 
procedures  designed  to  ensure  that  the  Statements  of  Business 
Interest  required  of  the  BANK'S  directors  and  principal  officers 
by  12  CFR  Part  23  are  maintained  on  file  at  the  B/JIK  in  a  current 
and  complete  fashion. 
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<7)   The  BANK  shall  undertake  such  corrective  action 
as  is  required  to  bring  all  appropriate  loans  into  compliance 
with  Regulation  U,  promulgated  by  the  Board  of  Governors  of 
the  Federal  Reserve  System  at  12  CFR  J221  et  seq. 

(8)   The  BANK  shall  extend  no  credit  secured  directly 
or  Indirectly  by  any  stock  without  first  conplying  with  the 
requirements  of  Regulation  U. 


(9)  The  BANK  shall  make  no  loans  or  other  extensions 
of  credit,  or  coionlttments  Co  oake  such  loans  or  extensions, 
Che  proceeds  of  which  are  used  directly  or  indirectly  for  che 
beneflc  or  accommodation  of  any  director  or  officer  of  the  BANK, 
or  the  related  business  interest  of  any  such  person,  unless: 
(a)   such  loans  or  extensions  of  credit 
are  properly  secured  by  readily 
marketable  collateral  (e.g.  listed 
stock,  U.S.  Govemnent  securities, 
time  certificates  of  deposit, 
savings  accounts  or  sinilar  cash- 
related  collateral) ,  or  are 
collateralized  by  first  liens  on 
real  property  located  within  the 
bank's  trade  area,  and  with  respecc 
Co  which  property  the  BANK  secxires 
and  maintains  an  Independent  outside 
appraisal  which  fully  supports  the 
loan; 
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(b)  proper  loan  documentation  is  on  file 
at  the  tioc  that  the  loan  Is  granted; 

(c)  specified  and  acceptable  repayment 
programs  are  adopted  prior  to  the 
time  a  loan  is  granted;  and 

(d)  such  loans  or  extensions  of  credit 
are  approved  by  a  majority  of  the 
executive  coc^nittee  established 
pxirsuant  to  this  Agreement,  as  well 
as  by  a  majority  of  the  full  Board 
of  Directors. 

(10)  For  purposes  of  this  Article: 

(a)  the  term  "related  business  Interest" 
shall  mean  any  corporation,  partnership. 
Joint  endeavor,  or  other  enterprise  or 
undertaking  whatsoever,  controlled  or 
operated  substantially  in  the  Interest 
of  any  director  of  the  BANK  or  the 
immediate  family  of  such  director; 
where  "control"  shall  be  defined  es 
ownership,  whether  direct  or  indirect, 
of  ten  percentua  (107.)  or  more  of  the 
stock  or  other  evidence  of  capital  or 
equity  ownership  of  any  such  organiza- 
tion; and  where  "substantial  interest" 
chall  be  defined  as  derivation.  In  any 
manner  whatsoever,  of  Income  amounting 
Co  more  than  ten  thousand  dollars 
($10,000)  per  annum  as  a  result  of  the 
operation  of  any  such  organization;  and 

(b)  the  terra  "trade  area"  shall  have  the 
meaning  ascribed  to  it  in  Article  XV, 
below. 
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ARTICIJE  VIH 


(H)  The  BANK  shall,  wlthic  thircy  (30)  calendar  days 
of  the  effective  date  of  this  Agreecent,  EITHER: 

(a)  properly  secure,  through  readily 
,  marketable  collateral  (as  defined 

In  ARTICLE  VI  above)  or  independently 
appraised  real  property  within  its 
txada  area,  the  loans  and  other 
axtensions  of  credit  extended  to 
Messrs. 


(b)   renova,  by  sale  -without  reeotirsa 
(oral  or  written),  full  repaynent 
or  other  ceans,  said  loans  and  other 
axtanslons  of  credit. 


(12)  The  Board  of  Directors  shall  prepare  contingency 
plans  to  recapitalize  the  BANK  to  the  extent  that  capital  accounts 
say  be  depleted  by  losses  attributable  to  the  loans  or  extensions 
of  credit  granted  to  Messrs. ^HffjI^M  MHBHV  flflBMiV 

ASnCLE  IX 


(13)  The  Board  of  Directors  shall,  within  five  (5)  days 
of  the  effective  data  of  this  Agreenent,  designate  from  its  members 
an  Executive  Committee  consisting  of  at  least  five  (3)  members. 
Said  Executive  Coczalttee  shall  be  erpovered  to  act  on  behalf  of 
the  Board  with  respect  to  such  matters  as  the  Board  nay  prescribe. 
Specifically,  the  Committee,  acting  in  the  name  of  the  ZASK  and 
as  a  representative  of  the  Board  of  Directors,. 
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shall  be  eapowered  to  take,  and  shall  take,  any  «nd  all  action 
deerei  appropriate  to  assure  coDpliance  of  the  BANK  ulch  the  terms 
of  this  Agreenent  and  rectification  of  all  matters  critlcired  in 
Chs  P^POXT  OF  EXAMINATION.   The  duties  and  authority  delegated 
to  the  Executive  Cocmittee  shall  be  set  forth  in  writing  and 
for-.arded  to  the  REGIONAL  ADMINISTRATOR. 

(14)  Upon  designation,  the  nainas  of  the  Executive 
Co=iittee  members  shall  be  forwarded  to  the  REGIONAL  ADMINISTRATOR 
who  shall  have  a  power  of  veto  over  the  appointment  of  said  members. 
Upon  appointment  of  such  a  committee,  its  composition  shall  not  be 
altered  without  the  prior  written  approval  of  the  REGIONAL  ADMINIS- 
TRATOR. 

(15)  Within  thirty  (30)  days  of  the  effective  date  of 
this  Agreement,  the  committee  shall  file  with  the  REGIONAL 
AKCnilSTRATOR  an  Initial  report  setting  forth  a  written  program 
generated  by  the  committee  to  discharge  Its  responsibilities. 
Every  thirty  (30)  days  following  submission  of  its  initial  report, 
the  co=iittee  shall  inform  the  REGIONAL  ADMINISTRATOR,  in  writing, 
of  its  progress  in  fulfilling  its  duties  prescribed  by  this  Article. 


(16)  The  Board  of  Directors  shall  forthwith  formulate 
and  institute  procedures  whereby: 

(a)   all  loans  made  by  the  BANK  la  excess 
of  $25,000,  but  less  than  $50,000. 
oust,  prior  to  disbursal.  be  approved 
by  a  majority  of  the  Executive  Commltte* 
established  pursuant  to  this  Agreement; 
and 
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(b)   all  loans  nade  by  the  BANTC  of  $50,000 
or  nore  nusc,  prior  to  disbursal,  be 
approved  by  a  najority  of  the  Executive 
Committee  as  well  as  by  a  cajority  of 
the  full  Board  of  Directors. 


(17)  The  Board  of  Directors  shall  review  the  BANK's 
written  lending  policies  to  ensure  that  they  require: 
(a)   that  all  loans  are  boarded/booked 
on  the  same  day  as  loan  proceeds 
ar«  disbursed;  and 
(b)   that  all  credit  exhibits  and 

written  financial  analyses  are 
prepared,  cocpleted,  reviewed 
and  in  their,  proper  files  prior 
to  approval  and  disbursement  of 
loan  proceeds. 


(18)  The  BARK  shall  establish  proper  accounting 
procedures  for  the  recordation  on  its  books  of  any  contingent 
liability,  direct  or  indirect,  and  shall  establish  safeguards 
to  prevent  any  unauthorized  comittoent  of  the  BANK. 

ARTICLE  nil 

(19)  The  BANK. shall  not,  without  obtaining  the  prior 
written  approval  of  the  FEGIONAL  ADMINISTRATOR,  participate, 
either  directly  or  Indirectly,  in  any  form  of  international 
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finance.   Transactions  cocing  viichin  the  scope  of  this  Article 
Include,  but  are  not  limited  to,  loans,  letters  of  credit  of  any 
txpa  or  nature,  participations,  acceptances,  foreign  collections, 
and  other  instruments  or  activities  involving  international  finance. 

ARTICLE  XIV 

(20)  The  Board  of  Directors  shall,  vithin  ninety  (90) 
days,  provide  the  BAMC  with  a  new,  active  and  capable  chief 
executive  officer,  who  shall  be  vested  by  tha  Board  of  Directors 
vlth  sufficient  authority  to  assure  the  safe  and  sound  operation 
of  the  BANK.   Prior  to  tha  enploynent  or  appointment  of  such 
individual,  his  nam*  shall  be  subaitted  to  the  REGIONAL  ADMIIIIS' 
TRATOR,  who  shall  have  a  power  of  veto  over  his  employment  or 
appointment. 

(21)  On  or  before  HKB^^??.  'and  at  Intervals  of 
thirty  (30)  days  thereafter,  the  Board  of  Directors  shall  submit 
a  written  report  to  the  REGIOl^AL  ADMISISTPATOR  setting  forth  tha 
efforts  made  to  hire  a  chief  executive  officer  and  listing  the 
Barnes  of  potential  candidates.   Cnce  a  new  chief  executive  officer 
is  appointed,  his  authority  shall  be  set  forth  in  i^rltlng  and  In 
detail  by  the  Board  of  Directors,  and  shall  include  final  executive 
responsibility  for  Implementing  and  maintaining  lending,  investment, 
and  operating  policies  In  accordance  with  applicable  law  and  safe 
and  sound  banking  practices.  He  shall  be  accountable  only  to  the 
Board  of  Directors. 


(22)  The  Board  of  Directors  shall,  within  ten  (10) 
days  of  the  effective  date  of  this  Agreement,  specifically  define 
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and  forward  to  the  RZCIONAL  AEMirUSTEATO?.  a  stateaenc  of  Che 
geographical  boundaries  of  the  BAN'K's  trade  area.   Once  approved 
by  Che  REGIO^JAL  ADMIKISTRATOR.  Che  Board's  dexinicion  shall 
cooscltute  Che  BAMC's  trade  area  for  purposes  of  this  Agreemenc. 

(23)  The  BANK  shall  exCend  no  nev  credic,  dlreccly  dt 
indlreccly,  or  purchase  loans,  or  participations  in  loans,  nor 
shall  it  increase  any  existing  extension  of  credic,  Co  borrowers 
whose  residence  or  principal  place  of  business  Is  not  within  Che 
BA2{K's  Crade  area. 

ARTICLE  XVI 

(24)  Ic  Is  expressly  and  clearly  underscood  Chat  if, 
at  any  Cime,  the  COMPTROLLER  deens  ic  appropriate  in  fulfilling 
Che  responsibilities  placed  upon  Che  COMPTROLLER  by  Che  several 
laws  of  Che  United  Staces  of  America,  co  undercake  any  acclon 
affecting  Che  BAKK,  nothing  in  chis  Agreecenc  shall  in  any  way 
inhibit,  escop,  waive,  bar  or  ocherwise  icpede  or  prevenc  Che 
COMPTROLLER  fron  so  doing. 

ARTICLE  XVII 

(25)  The  provisions  of  chis  Agreement  shall  concinue 
In  full  force  and  effect  until,  unless,  or  inasnuch  as  such 
provisions  shall  be  modified,  suspended,  excepced,  waived  or 
Cerminated  by  outual  consent  of  che  parcies  of  chis  Agreemenc. 

IN  TESTUrONY  WHEREOr.  Che  undersigned,  designated  by 
Che  Cotsptroller  of  Che  Currency  as  his  representative,  has 
hereunto  set  his  hand  on  behalf  of  the  COMPTROLLER. 
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IN  TESTIMOKY  WHEEZOF,  the  undersigned,  as  the  duly 
elected  and  acting  Board  of  Directors  of  the  BANK,  have  hereunto 
set  their  hands  on  behalf  of  the  BANK. 


i 


195 


Bank  "E" 


crciTEo  57; 


::-;r  -p.e.-suky 


ciCi?.  TO  CiASi  a:cd  desist 


The  C^BHBiMHBBHHIi^lHHB^l^l^PHlB 
(hereinafter  rr.e  '3A:;:<")  ,  by  a.-.d  through  its  duly  electad 
and  acting  Board  of  Direcrsrs,  having  by  the  "Stipulation 
and  Consent  to  the  Issuance  of  an  Order  to  Cease  and  Desist", 
dated^lBim^mP  ,  1977,  which  is  accepted  by  the  Comptroller 
of  the  Currer.cy  of  ths  United  States  o£   Anerica  (hereinafter 
the  "COMPTRCLliS')  ,  and  ir.iorporatsd  herein  reference  the 
sacs  as  if  fully  sei  f;rth: 

(a)   stipulated  to  all  jurisdictional  facts  ret  forth  in. 

the  >:otice  of  Charges,  -S-'^d ^gg^^gffm     ,    1977;  and 
(b>   Waived  che  hearing  and  other  procedures  provided 

for  in  12  V.S.C.  ilS13(b)(l);  and 
(c)   Consented  zo   the  Issuance  of  this  Order  zo   Cease  ._-„ 
and  Dasis:  (hereinafter  the  "OSCER"); 


KOW,  THEFZiC?^,  pursuant  ro  the  authority  vsszed  by  the 
Financial  Institutions  Supervisory  Act  of  1966,  12  U.S.C. 
S1818,  the  Cc-ptroller  hsrsby  OSDir.S: 


(1)  As  of  and 
che  BANK  shall,  vi;h 
upon  ratc-so.-.sitiv--5 
to  ixprcvc  -r.~   £>;.:::<• 


ASTrciE  r 

---=-  -'•-  e-fcctive  date  of  this  033Ea, 
all  =U2  diligence,  reduce  i:s  dspar.der. 
:cr- •- iicc;cj  c:  dcpcsic  as  a  technique 
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ARTICLE  ir 

(2)  The  HANK  shall  ir.-n3di:ic  =  l/  ur.deriar'.c.  a  program  to 
inprove  i;s  weekly  liquidity  noai-ion  to  a  ziir.isiuz:  of  twenty 
percent  (20?^),  and  shall  sut-.ii  saiC  pro=r2=i  to  the  Regional 
Administrator  of  National  aar-l-cs  for  the  ^HIM  ITational  Bank 
Region  (hereinafter  "P.EGIOXP.L  .-.CMIXX5TPAT0H")  for  approval. 

(3)  The  BANK  shall  submit  weekly  rsports  to  the  RSGIONAL 
ADHIIIISTRATOS  setting  forth  its  liquidity  position. 

ARTICLE  III 

(4)  The  BANK  shall  reduce  all  loans  to  seventy  percent 
(70%)  or  less  of  total  deposits. 

ARTICLS  IV 

(5)  The  BAIIK  shall  take  all  steps  necessary  to  reduce 
each  large  line  and  concentration  of  credit  listed  on  Page 
7-!-C  of  the  Report  of  Exanination  dated  ^B^HHIHHB  ^° 
less  than  twenty  percent  (20%)  cf  the  EA:;k's  gross  capital 
funds . 

ARTICLE  V 

(6)  As  of  and  after  the  date  of  this  ORDER,  the  BANK 
shall  not,  directly  or  indirectly,  lend  any  coney  or  otherwise 
renew  or  extend  any  credit  whatsoever  to  any  borrower,  which 
credit  exceeds  the  lending  li-itations  provided  in  12 

U.S.C.  §34. 

(7)  The  3AMK  shall,  within  thirty  (30)  days  of  the 
effective  date  of  this  ORDER,  reduce  all  leans  or  other 
extensions  of  credit  which  are  new  excessive  of  the  lending 
limitations  provided  in  12  U.S.C.  53i  to  confoming  a.-ounts. 

(S)   Should  the  3ANK  incur  a  loss  on  any  loan  or  extension 
of  credit  -ade  in  violation  c5  12  V.S.C.  SS-*.  the  Board  of 
Director::  ehall  take  appropriate  rcredial  action,  and, 
proaiptly  upon  realizing  such  I053,  chall  advise  the  RECI321AL 
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AD;'.IKIS"?--.-0S  i-  •.•.•ri;i..-.j,  of  :;-.o  ;.  =  z.:ot\   it  will  take  tc 
pro-ccr  zr.s   3.-.-.K  2;i-..-.?^  ,=..-.:•  su.  .  'osses. 

(9)  Loar.s  or  extensions  cf  irodit  shall  be  considered 
as  losses  for  purcssss  cf  -r.is  ar-ic'.e  when: 

a)  reasonable,  ciiicenc,  and  crfinary  efforts  at 
collection  by  the  3.-.:::<  v.ould  be  or  have  bean 
unavailing  (inclucinc  lacal  action  against  the 
borrower) :  or 

b)  the  CO::?TROLLr?.,  through  his  appointed  National 
Bank  Exaniner,  has  classified  them  in  a  regular 
or  special  exair.inatior.  or  visitation  report  as 
"losses". 

AR7IC1E  VI 

(10)  The  BAXK  shall  not  extend  credit,  including  over- 
drafts, to  any  of  its  executive  officers  unless  such  credit 
is  extended  in  conforr.ity  -.vith  the  provisions  of  12  U.S.C. 
S375a. 

ARTICLr  •.•II 

(11)  If,  within  one  hundred  eighty  (130)  days  of  the 
effective  date  of  this  OKIES,  the  3A.:iK  is  not  in  full  compliance 
with  the  provisions  of  this  0?.3ES,  the  Board  of  Directors 
shall,  as  scon  as  possible  thereafter,  provide  the  SAXK  with 

a  new,  active  and  capable  chief  executive  officer. 

(12)  The  authority  of  the  nev.-  chief  executive  officer 

be  set  forth  in  writing  and  in  detail  by  the  Board  of  Directors, 
and  shall  include  final  execuzivs  responsibility  for  ir.ple- 
nenting  and  -aintaining  lending,  investnent,  and  operating 
policies  in  accordance  vith  applicable  law,  safe  and  sound 
banking  practices,  and  the  prov-sicns  of  this  ORDER.      Ho 
shall  be  accountable  only  to  the  r-;rd  of  Directors. 

(13)  Prior  to  the  erplov-.nt  or  appointment  of  such  Chief 
Executive  Officer,  his  ns.fc   i'.ell  he-  suhnittcd  to  the 
REGIOr:AL  AD;;::;IST.'V-.T0?,  who  -Ji-.-.l    h:ve  a  pov.-=rc  of  veto  ever 
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his    en-.ploy-ent  or  a.-ppo ir.tr er.z;    provided,  hov.evsr,  thiC  the 
failure:  to  ey.avcise    such  vczo    r.':..-'.ll    r.oc  constitute  an  approval 
or  er.doro--.-.or.t  of  said  Chic:  E:-;cru:  ivo  Officer.' 


(14)  T'r;=  EAXK  shall  not  crjint  to  cTP.y  borrcv.-er  any  loan 
or  extension  of  credit  unsupported  bv  c-rrant  and  satisfactory 
credit  inforr.aticn,  including  statements  of  purpose  and 
state-ents  as  to  the  source  and  terms  of  repav-.ert. 

(15)  The  BANK  shall  naintain  conplete  and  accurate 
credit  infornation  on  all  borrovers  for  the  period  durir.g 
which  their  leans  are  outstanding,  or  for  a  aiininusi  Of  five 
(5)  years  as  required  by  12  U.S.C.  Si829(b)  and  31  C.F.R. 
§103.33,  whichever  period  of  tir.e  is  greater. 

ARTICLS  IX 

(16)  The  Board  of  Directors  shall  review  any  existing 
loan  policies  which  the  BANK  nov;  has  and,  within  sixty  (60) 
days  of  the  effective  date  of  this  ORDER,  shall  draft  new 
written  loan  policies  of  a  safe  and  sound  nature,   l-rhen 
completed,  said  policies  shall  be  submitted  to  the  REGIONAL 
ADMINIST.^^ATOR  for  his  approval.   Upon  receipt  of  such  approval 
the  Board  shall  formally  adopt  the  new  loan  policies  and 
mandate  the  B.ANK's  strict  adherence  to  them.   In  addition  zo 
exerting  good  faith  efforts  to  secure  approval  of  said  new 
loan  policies,  the  Board  agrees  to  devote  special  attention 
to,  and  specifically  delineate: 

(a)   the  circurr.stances  in  which  the  BA;-:X  will 
lend  .Tcaey  or  otherwise  extend  credit  to 
its  Directors,  Officers  and  er.ployees  or 
the  outside  busmiss  interests  cf  such 
persons;  and 

(c)   the  3A:.'.-;'s  trade  area,  outside-  of  which 
credi;  3hd.ll  net  nonerally  be  o::tended. 

(17)  In  acditicp.  to  the-  fcrs_-oing,  the  loan  policies 
required  by  thi  precedinc;  cr.racir  ".r;-.  shall  include,  ou;  not 
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•  c=  li.-ri-e:  zo,    zr.d    rcl.o-.-ing: 

(i.;   1;-.=  cc-erai  fields  cf  lendir.5  !:».  which  the 
5.-.?."-'  ■ill  tr.garc; 

(c!  -~'r.^   ki-ds  01  l3?..-.s  v.l-.ich  will  not  be  granted 

(c)   -hi  lar.d.r.c  a^i'r.or-iy  of  each  loan 
officer; 

(d;   ^he  Is-.ci-g  iurhcriry  of  a  loan  or 
execu-ive  ccr-i;;ce,  if  any; 

Ce)  the  responsibility  ar.c  procedure  of 
the  Board  cf  Directors  in  reviewing, 
ratifyi-g,  or  approving  loans; 

(f)   the  circu-stances  under  which  unsecured 
loans  will  be  granted; 

(c)  the  rates  of  interest  and  terns  of  re- 
pav— .ent  fcr  the  various  kinds  cf  loans 
which  the  BANK  grants; 

(h)   with  regard  to  secured  loans:   (i) 

lir-.itaticns  on  the  a.-nount  advanced  in 
relation  to  the  value  of  collateral,  and 
(ii)  the  docu-T.entition  required  by  the 
3AN"X  for  each  type  oi  secured  loan; 

(i)   the  -aintenance  and  review  of  cor.plete 

and  current  files  on  each  borrower  which 
shall  be  -aintained  for  a  nininu.-n  of 
five  (5)  years  and  as  required  by  12  U.S.C. 
$lS29(b) ; 

;j:   appropriate  and  adequite  collection  pro- 
cedures; 

{'<;   appropriate  lir.itations  on  the  extensions 
of  credit  by  r.cans  of  overdrafts; 

(1)   procedures  for  verifying  the  accuracy 

of  financial  st.-.t  2~onts  sub.-nittod  for  the 
reliance  of  t;;c  ?:.•;;;; 

(.-.)   written  ac/.no-l -in  :,:o.-ents  frora  borrowers 
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at   the  incootior.  o:   rrar.rir.g  loar.s   rcgardir.g 

ar.  u-dorstandi.-.c   c.5    to    :;;e  rapaynon;!   arr^n^a- 

scent  of  siid  loans; 
(n)   delineation  of  the  ;y=eo  ui   collateral  vhich 

vill  be  acceot3=l3; 
(o)   periodic  revio..-,  i.-.spsctior.  .ar.d  adrini- 

stratioa  by  rha  Board  ci   Diraccors.  oZ   loans 

a£ter  disbur jsr.cr.t. 
(?)   periodic  reviev  of  the  B.'JiK's  written  loan 

policies  by  ths  Board  or  Directors  to  ensure 

that  such  policies  cor.tinua  to  optiital  for 

the  BANK  in  light  of  changing  econoaic  circun- 

stances. 

ARTICLE  X 

(18)  Ths  3AKK  shall  take  i-sediate  and  continuing 
action  to  protect  the  BAriK's  interest  with  regard  to  those 
assets  criticized  at  Pages  7  and  7-A  of  the  RZPORT  OF  EXAMISATIOK 
dated ^HIBHBMHlHif  and  incorporated  herein  by  reference. 

(19)  V.'ithin  thirty  (30)  cays  of  the  effective  date  of 
this  ORCEH.  the  Board  of  Directors  of  the  BAXX  shall  adopt  a 
written  resolution  incorporating  a  -^xitten  program  for 
ellninating  said  assets  fron  criticized  status.  Upon  forasu- 
lation,  said  program  shall  be  subnitced  to  the  REGIOl-AL 
AOMISISTHATO?.. 

(20)  The  BANK  shall  not  extend  directly  or  indirectly 
any  additional  credit  to  any  borrower  whose  extension  of 
credit  has  been  criticized  in  whcle  or  in  part  in  the  S3P0RT 
OF  EXA."-:i::atio:;,  incorporated  herein  by  reference ,  so  long  as 
the  credit  rer.ains  criticized;  provided  hov.ever,  that  this 
paragraph  shall  not  apply  to  scscific  credits  as  to  vhich 
the  Co.Tjnittee,  established  pursu.-nt  to  Article  XI  of  this 
OaOER,  shall  certify  in  writing  to  the  E£CrCJ:AL  AC::i::iSTRATOR 
that  such  additional  cxtensior.s  arc  necessary  to  forestall 
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bankrucicv  cr   r.-.e   corrcv.ur,    cr   ^re   ir.   the   ir-.eaiace   bos; 
interns;    c:    tr.^    £.^::;-'.      ■.:he-    t:-,o   C.-.-.-.ttci   shall    so   ceriify, 
a   copy   of    ;r.^   -..r-^zcr.   cer^iiicizior.,    together   vicr.   a    specific 
stacer.e.-.t   c:    ;.l"-   =o.-.£iieri.:icr.;    .-.-per.   v.hich   iz   is   based, 
shall    bs  r=ir.;  =  ir.ed    ir.    chs   crcci:    file   o:    the   borrov.er    in 
additio-    tc   be.r.c:    rorv.-arded   ::o    zr.-i    P-ZGICXAL  A:;:'iNISTRfv;OR. 

ARTICLE    XI 

(21)  vr.thir.  ter.  (10)  cays  o:  the  effective  da::e  of 
this  OSD£?,,  zhe  Board  of  Direc:;or3  of  the  Bky.K   shall  appoint 

a  Directors'  Co-pliance  Cc.T.T.ir-ee,  v;hose  prinary  responsibility 
shall  be  to  ensure  the  cor.pliance  of  the  3AKK  with  the 
Articles  of  this  ORDER.   The  Cor.-iittea  shall  be  co.-nprised 
solely  of  directors,  a  najorizy  of  whOT.  are  outside  directors. 

(22)  The  Cor.Tiittee,  ac-ir.c  in  the  nane  of  the  BAJ;K  and 
as  a  representa-ive  of  the  Board  of  Directors,  shall  be 
enpov.ered  to  take  any  and  all  aczicns  dee.-ed  appropriate  to 
assure  ccrpliance  of  -h-2  3.-.:.;-:  --ith  th€:  terns  of  this  ORDER. 
Manage-.ent  shall  furnish  the  Ccr-.i;tee  such  assistance  as 
the  Cor.T.it.t£e  -ay  request  in  the  perforr.anco  of  its  duties. 

(23)  V.-ithin  thirzy  (30)  days  of  the  effective  date  of 
this  ORDER,  tha  Co.-r-.ittee  shall  file  with  the  RZCION.M, 
ADMIIJISTRATCR  an  initial  report,  setting  forth  che  -eriershi? 
of  the  Comitree,  and  a  written  prograr.  generated  by  the 
CorjTiittee  to  discharge  its  responsibilities.   Every  thirty 

(30)  days  -hereafter  the  Cc-.T.ittee  shall  file  with  the 
R£GI0::AL  AD:-'.i::iSTRArOR  a  report  cetiiiing  the  progress  .T.ade 
by  the  Co.---;toe  in  assuring  ccrpliance  of  the  Ea::k  with  tha 
terms  of  this  ORDER,  and  detailing  the  actions  taken  by  the 
BANK  to  rectify  those  natters  criticised  in  the  REPORT  0? 
EXA;-!I'.\'ATICN,  any  subserucr.t  P.epo^'ts  of  Exarrination  and  any 
special  e>::;rinatio.-  reports  pr:-^-rz;d  t^.ercafter.   Such 
reports  shall  also  mclud-  2  detailed  vo.4^  nrocrjss  raoort 
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in  confcrr.ity  vich  the  forr.  2:t£=:-oc  as  Apoer.dix  A  of  this 
0?^ES. 

A?-:cir  y.i: 

(24!   As  of  and  after  the  effective  date  of  this  ORStR, 
the  SAN'K  sl-.ill  obtain  e^r.d   creservs  Federal  Keserve  Tor-  C-1 
for  all  Icar.s  secured  by  stocs  ir.  co-fcrnity  vith  12  C.F.R. 
S221.3(a). 

ARTICLE  XI I : 
(25)   The  provisions  of  this  C?~iR  shall  becor.e  effective 
upon  the  issuance  of  this  ORDER  by  the  Corptroller  of  the 
Currency,  through  his  desicnated  repeesentative  vhose  hand 
appears  below,  and  shall  rer.ai.-  effective  and  enforceable, 
except  to  the  extent  that,  and  until  such  tire  as,  any 
provisions  of  this  0SDZ5  shall  have  ar.ended,  suspended, 
waived,  or  terminated  by  the  Co-=trcller  of  the  Currency. 
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Use  only  those  colur.ns  necessary  and  include  all 
criticized  assets. 


Explain  significant  changes. 


Provide  any  data  and/or  infor.-ation  deerr.ed  to  be 
significant. 


Do  not  include  renewals  in  colvi.Tin  3,  but  include 
recoveries  and  so  indicate  with  and  R. 


Indicate  if  market  value  is  an  estir.ate  with  an  E  in 
coluinn  7 . 


f.    Total  colunns  1,  2.^,  3,  4,  5  and  6B. 


g.    After  conpleting  (f)  list  the  inforr-.ation  requested  on 
all  bad  debt  paper  (as  defined  by  12  U.S.C.  §56),  and 

all  non-;.ccrual  asset?  r.cz   clr.ssified  or  subsequently 
placed  on  a  non-accrual  sracus. 
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:o  :i;-^s  THEHEForv 


Rafcronce 


1.   BAXK's  re.-or-  :c 
licudity  plan 


2.   BANK'S  report  zo  RA  of 
its  licuidi-v  oositior. 


3.   Board  of  Directors'  loan 
policies  to  RA  for  acprcv 


4.  Board  of  director's  written 
progran  for  elir.ination  of 
criticized  assets  to  ?A 

5.  Director's  Co.-?liance 
Corr-Tiittee  A=?ort  to  RA 


irjaediately 
weekly 


Article  III  C3) 
Article  II  (s) 


60  days  fro-  the  Article  IX  (5) 
effective  date 
of  this  ORDER 

30  days  iron  the  Article  X  (13) 
effective  date  of 
this  ORDER 

Initial  Report  -   Article  XI  (22) 

30  days  fron  the 

effective  date  of 

this  ORDER  with 

follow-up  reports 

r.onthly 
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Bank  "F" 


USITiO   STATES   O?   A^■^RICa. 

DEOAHTMZMT  O?  THE   TREASOSX 

0-FICS  OF   THE  COMPTROLLER  OF  THE  CURKZNC:: 


IN  THE  HATTER  OF  THE 


ORDER  TO  CEASE  KSD  DESIST 


The  MBMMBMHHHHIH^BHiiBHVHBMIIVBOiera- 
Inaftsr  tha  'BANK*),   by  and  through  its  duly  electod  and 
acting  Board  of  Oixectors,  having  by  tha  'Stipulation  and 
C^nsant  to  tha   Issuance  OS  An  Order  To  Cease  and  Desist*, 
dated  I^IHHIk  1977,  which  is  accepted  by  the  Coaptxoller 
of  the  Currancy  of  the  United  States  of  Astarlca    (hereinafter 
the  "CaiPTROLLER" ) ,    and   Incorporated  herein  by  reference  the 
saice   as   if   fully   set   forth: 

(a)  stipulated  to  all   jurisdictional   facts   set 
forth  in   the  Notice  of  Charges,   dateddJjJBim 

0^  1977;   and 

(b)  waived  the  hearing  and  other  procedures 
provided  in  12  O.S.C.  S1818  (b)  (1)  .-  and 

(c)  consented  to  the  issuance  of  this  Order 

to  Cease  and  Desist  (hereinafter  tha  "Order") j 

WW  THEREFORE,  pursuant  to  authority  vested  by  the 
Financial  Institutions  Supervisory  Act  of  1966,  12  U.S.C. 
$1818,  the  COMPTROLLER  EERZ3Y  ORDERS  THAT: 

ARTICLE  I 
(1)  The  BANK  shall,  within  thirty  (30)  days  of  tha 
effective  date  of  this  Order,  and  every  six  (6)  months 
thereafter,  conduct  a  review  of  the  adequacy  of  the  nanaga— 
■ent  of  the  BANK  to  ensure  the  overall  competency  and 
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efficiency  of  the  Ranageaent  and  to  proEOte  adequate  direc- 
torate supervision  of  the  nanagenent  and  the  overall  affairs 
of  the  BANK.      The   BM.'K   shall  submit  a  written  report  of  each 
Banagament  review  to  the  Regional  Adainistratoc  for  the 
flim^  National  Bank   Region    (hereinafter  the   'REGIONM. 
ADMINISTRATOR"). 

ARTICXE   II 

(2)  The  BANK  shall,  within  sixty  (60)  days  of  the 
effective  data  of  this  Order,  suboit  to  tha  REGI08IAI.  ADMIN- 
ISTRATOR, for  his  approval,  a  written  program  to  raise  a 
sufficient  amount  of  new  equity  capital  to  adeguataly  support 
the  operations  of  the  BANK.   If  the  RSGIONAI.  ADMXHISTRATOR 
deems  the  capital  program  submitted  by  the  BANK  Inadaquata, 
the  BANK  shall  amend  the  program  as  necessary  and  res«ibisit 

it  within  thirty  (30)  days  of  notification  of  the  REGIONAL 
ADMINISTRATOR'S  disapproval.   The  capital  program  shall  be 
implemented  upon  written  notification  of  approval  by  the 
REGIONAI.  AD!1INISTR.\T0R. 

ARTICLE  III 

(3)  Within  thirty  (30)  days  of  the  effective  data  of 
this  Order,  the  Board  of  Directors  shall  stibmit  to  tha 
REGIONAL  ADMINISTRATO-l,  for  his  approval,  a  written  program 
for  the  elimination  of  all  assets  from  criticized  status. 
The  program  shall  be  implemented  upon  written  notification 
of  approval  by  the  REGIONAL  ADMINISTRATOR. 

(4)  The  BANK  shall  not  loan  additional  money  or  other- 
wise extend  credit  to  any  borrower  whose  loan  or  other 
extension  of  credit  has  been  criticized  in  whole  or  In  part 
in  the  Report  of  Examination  of  the  BANK  dated  ggjfH^  1977 
(hereinafter  the  'RE?ORT  OF  EKAMIN AXION" )  ,  so  long  as  tha 
credit  remains  criticized. 
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The  preceding  paragraph  shall  not  be  deemed 

v,,„  i«  failure  to  take  such  action  by  the  BANK  would 
jpplicJBAe   - 

substantially  and  critically  detrimental  to  the  best 
interest  of  the  BANK.   Before  any  such  action  shall  be 
taKen,  however,  the  Board  of  Directors  shall  place  in  the 
credit  file  of  the  borrower  a  statement,  signed  by  the  . 
majority  of  the  directors,  detailing  why  such  action  is 
deemed  necessary. 

ARTICLE  IV 

(6)  Within  thirty  (30)  days  of  the  effective  date  of 
this  Order,  the  Bf^A   shall  submit  to  the  REGIONAL  ADMINIS- 
TRATOR for  his  approval,  a  written  program  to  establish  and 
maintain  a  reserve  for  potential  loan  losses  at  a  level  not 
less  than  1.0%  of  the  BASK's  total  loan  portfolio.   The  BANK 
shall  impleaent  the  program  upon  written  notification  of 
approval  by  the  REGIONAL  ADMINISTRATOR. 

ARTICLE  V 

(7)  The  3AN.=^,  within  thirty  (30)  days  of  the  effective 
date  of  this  Order,  shall  submit  to  the  REGIONAL  ADMINISTRATOR 
for  his  approval,  a  written  loan  policy,  of  a  safe  and  sound 
nattire,  which  shall  include,  but  not  necessarily  be  limited 
to,  the  following: 

(a)  the  general  fields  of  lending  in  which  the 
BANK  will  engage; 

(b)  the  kinds  of  loans  which  will  not  be  granted; 

(c)  the  identity  and  lending  authority  of  each 
loan  officer; 

(d)  the  lending  authority  of  a  loan  or  executive 
committee,  if  any; 

(e)  the  responsibility  and  procedure  of  the  Board 
of  Directors  in  reviewing,  ratifying,  or 
approving  lojms; 

(f)  the  circumstances  under  which  unsecured  loans 
will  be  granted; 
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(g)   the  rates  of  interest  and  terms  of  repayment 

for  the  various  kinds  of  loans  which  the  BANK 

grants; 
(h)   with  regard  to  secured  loans:  (i)  limitations 

on  the  amount  advanced  in  relation  to  the 

value  of  collateral,  and  (ii)  the  documentation 

required  by  the  BANK  for  each  type  of  secured 

loan  ; 
(i)   the  maintenance  and  review  of  complete  and 

current  files  on  each  borrower  which  shall  be 

maintained  for  a  minimum  of  five  (5)  years 

and  as  required  by  12  U.S.C.  §1829  (b) ; 
(j)   appropriate  and  adequate  collection  procedures; 
(k)   appropriate  limitations  on  the  extensions  of 

credit  by  means  of  overdrafts; 
(1)   procedures  for  verifying  the  accuracy  of 

financial  statements  submitted  for  the  reliance 

of  the  BANK; 
(n)   written  acknowledgements  for  borrowers  at  the 

inception  of  granting  loans  regarding  an 

»inderstanding  as  to  the  repayment  arrangement 

of  the  loans; 
(n)   delineation  of  the  types  of  collateral  which 

will  be  acceptable; 
(o)   delination  of  the  trade  area  of  the  BANK, 

outside  of  which  credit  generally  shall  not 

be  extended; 
(p)   conditions  and  procedures  for  granting  loans 

to  members  of  the  Board  of  Directors  of  the 

BANK  or  theii  interests; 
(q)   the  circumstances,  conditions  and  procedures 

under  which  loans  may  be  granted  to  borrowers 

in  which  officers  and  directors  of  the  BANK 

are  financially  interested; 
(r)   periodic  review,  inspection  and  administration 

by  the  Board  of  Directors  of  all  loems  after 

disburserent; 
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(s)   procedures  Co  be  used  by  the  Board  of  Directors 
to  ensure  adherence  to  the  written  loan 
policies  by  the  managenent  of  the  BANK. 

Upon  written  notification  of  approval  by  the  P^GIONAL  AOHINIS- 
TRATOR,  the  EAKK  shall  inpler.ent  the  loan  policy  and  shall 
strictly  adhere  to  it. 

ARTICLE  VI 

(8)  The  bank  shall  not  extend  credit  in  ^m  ariount  in 
excess  of  $3,000,  unless  secured  by  an  interest  in  real 
property,  without  naXing  and  retaining  a  record  setting 
forth  the  name  and  address  of  the  person  to  whom  the  exten- 
sion of  credit  is  nade,  the  amount  thereof,  the  nature  or 
purpose  thereof,  and  date  thereof,  -as  required  by  31  C.F.R. 
$103.33  et  sec. 

ARTICLE  VII 

(9)  Within  thirty  (30)  days  of  the  effective  date  of 
this  Order,  the  B.^:K  shall  implement  a  written  program  to 
ensure  that  all  loans  which  are  now,  or  which  become  in  the 
future,  past  due,  as  to  principal  or  interest,  are  collected 
or  placed  on  a  current  status .   This  program  shall  not 
permit  the  renewing,  rewriting  or  recasting  of  any  loan  for 
the  purpose  of  placing  the  loan  on  a  current  basis.   In 
addition,  the  program  shell  require  the  BANK  to  place  in  a 
borrower's  credit  file  the  justification  as  to  why  a  partic- 
ular loan  is  renewed,  rewritten  or  recasted. 

ARTICLE  VIII 

(10)  Within  thirty  (30)  days  o^  the  effective  date  of 
this  Order,  the  BANK  shall  obtain  and  retain  current  and 
satisfactory  credit  infomation  on  all  loans  listed  as 
lacking  such  information  in  the  REPORT  OF  EXA.MINATION;  and 
the  BANK  shall  not  grant  any  loan  or  other  extension  of 
credit  to  any  borrower  unless  and  until  it  has  received 
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current  and  satisfactory  credit  information,  including 
■fcatamenta  of  purpose  and  stateinentc  as  to  the  source  ant) 
terms  of  repayment. 

(11)  The  BANK  shall,  within  thirty  (30)  days  of  the 
effective  date  of  this  Order,  correct  all  collateral  exceptions 
cited  in  the  REPORT  OF  EXAMINATION;  and  the  BANK  shall  not 
grant  any  new  loans  or  other  extensions  of  credit  for  which 
the  taking  of  collateral  thereon  is  imperfect. 

ARTICLE  IX 

(12)  Within  sixty  (60)  days  of  the  effective  date  of 
this  Order,  the  BANK  shall  correct  all  internal  control 
deficiencies  listed  in  the  REPORT  OF  EXAMINATION  and  shall 
adopt  an  internal  audit  procedure  manual.  A  copy  of  this 
manual  shall  be  sent  to  the  PXGIONAL  ADMINIStRATOR. 

ARTICLE  X 

(13)  The  BANK  shall,  within  thirty  (30)  days  of  the 
effective  date  of  this  Order,  establish  an  Oversight  Committee, 
comprised  of  at  least  three  (3)  directors  of  the  BANK,  to 
ensure  compliance  with  this  Order  and  to  ensure  that  the 

BANK  is  operated  on  a  safe  and  sound  basis  and  in  compliance 
with  applicable  laws,  rules  and  regulations. 

ARTICLE  XI 

(14)  It  is  expressly  and  clearly  understood  that  if,  at 
any  time,  the  caMPTROLLER  deems  it  appropriate,  in  fulfilling 
the  responsibilities  placed  upon  the  COMPTROLLER  by  the 
several  laws  of  the  United  States  of  America,  to  undertaJce 
any  action  affecting  the  BANK,  nothing  in  this  Order  shall 

in  any  way  inhibit,  estop,  bar  or  otherwise  prevent  the 
COtlPTROLLER  from  so  doing. 

ARTICLE  XII 

(15)  The  provisions  of  this  Order  shall  become  effective 
upon  the  issuance  of  this  Order  by  the  Comptroller  of  the 
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currency,  '^-rovigh  his  ^^^i^naced  Representative  whose  hand 
appaars  belov,  and  s^all  renain  effective  and  enCorceabla, 
except   ^°  the  extent  that,  and  until  such  time  as,  any  pro- 
visions of  this  Order  shall  have  been  anended,  suspended, 
waived,  or  terminated  by  ths  r.utual  consent  of  the  COMPTROUXR 
and  the  BANK. 

(16)  IT  IS  SO  ORDrSiD.  this 
1977. 
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Bank  "G' 


KJITED   STATES    OF   .VtERICA 

CEPAF'-TXIMT   OF    THE    TrilAS'JRIf 

OFFICE   OF   THE   CO::?TROLLES  OF   THE  CURREI^'CY 


IN   THE   !-!ATTER   O? 


ORDER  TO  CEASE  AND  DESIST 


The  flVBHHHHHHBIi^aHBBBMHMMBMnaHP 
.^mHP  (hereinafter  the  'BANK"),  by  and  through  its  duly 
elected  and  acting  Board  of  Directors,  having  by  the 
'Stipulation  and  Consent  to  the  Issuance  of  an  Order  to 
Cease  and  Desist,"  dated  the  ■■IMHHBiMBI^BlMMIHM 
1977,  which  is  accepted  by  the  Comptroller  of  the  Curency 
of  the  United  States  of  America  (hereinafter  the  "COMPTROLLER") , 
and  incorporated  harein  by  reference  the  same  as  if  fully 
Bet  forth: 

(a)  stipulated  to  all  jurisdictional  facts 

set  forth  in  the  Notice  of  Charges,  (ated  (BflHB 
W77,  and; 

(b)  waived  the  hearing  and  other  procedures 
provided  in  12  U.S.C.  $1818  (b) (1) ;  and 

(c)  consented  to  the  issuance  of  this  Order 
to  Cease  and  Desist  (hereinafter  the  "ORDER"); 

WM,  THERErORE,  pursuant  to  authority  vested  by  the 
Financial  Institutions  Supervisory  Act  of  1966,  12  U.S.C. 
S1818,  the  COI-JTSOLLER  HEREBY  ORDERS  THAT: 
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ARTICLE  I 

(1)  The  DANK  shall  not  lend  noney  or  otherwise  extend 
credit  to  any  borrower,  which  credit  exceeds  the  lending 
limitations  provided  in  12  U.S.C.  S84. 

(2)  The  BANK  shall,  with  all  due  diligence  and  speed, 
cause  all  loans  or  other  extensions  of  credit  which  are  now, 
or  become  in  the  future,  for  any  reason  whatsoever,  excessive 
of  the  lending  limitations  provided  in  12  O.S.C.  S84,  to  be 
reduced  to  conforming  amounts. 

ARTICLE  II 

(3)  As  of  and  subsequent  to  the  effective  date  of  this 
ORDER,  the  BANK  shall  not  knowingly  purchase,  assume  or 
acquire  in  any  manner,  directly  or  indirectly,  in  its  own 
capacity,  or  as  a  fiduciary  or  nominee,  or  through  its 
subsidiaries,  any  loan  participation  or  any  other  obligation 
or  asset  in  any  form  whatsoever,  FROM;  nor  shall  the  BANK 
knowingly  extend,  endorse,  guarantee  or  in  any  manner  provide 
any  extension  of  credit  whatsoever,  TO  or  FOR  the  benefit  of 
any  of  the  following: 

(a) 
(b) 
(c) 
(d) 
(e)   the  ( 


(£)   the  entities  set  forth  in  Appendix  A  of  this 

ORDER; 
(9)   any  relative,  whether  by  blood  or  by  marriage, 

of  the  above  referenced  individuals,  including, 

but  not  limited  to,  spouse,  sons,  drughters, 

sons-in-law,  parents  and  siblings; 
<h)   any  corporation,  partnership,  joint  endeavor, 

or  other  enterprise  or  undertaking  whatsoever, 

in  which  any  of  the  above  referenced  individuals 

or  cntitic:i  has  an  equity  interest. 
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AHTICLE  III 

(4)  The  ci.::)'    shall  pay  no  sua  as  an  expense  or  fee  of 
any  type  or  nature,  except  as  pornittcd  in  Article  IV  below, 
to  any  of  its  directors,  or  to  any  entity  in  which  a  director 
has  an  equity  interest,  v/ichout  the  prior  written  approval 

of  the  Regional  Adrtinistrator  of  National  BanXs,  IMBIIV 
National  Bank  Region,  MBIBIIBIBHB  (hereinafter  the 
•REGIONAL  AD.-IINISTRATOa" )  . 

ARTICLE  IV 

(5)  As  of  and  after  the  date  of  this  ORDER,  the  BANK 
shall  not  pay  a  sum  greater  than  four  hundred  dollars  ($400.00) 
per  annua  per  director  as  directors*  fees  or  other  form  of 
compensation  or  e.-.oluaent  to  its  directors. 

ARTICLE  V 
(«)  The  BA:^K  shall  not  lend  money  or  otherwise  extend 
credit  In  viol<-tior.  of  th.i  lending  limitations  or  collateral 
provisions  of  12  U.S.C.  S37lc. 

(7)  The  EA::X  shall,  with  all  due  diligence  and 
speed,  cause  all  extensions  of  credit  which  are  now,  or 
become  in  the  future,  for  any  reason  vAatsoevcr,  violative 
of  the  provisions  of  12  U.S.C.  S371c  to  be  brought  into 
conformity  with  that  section. 

ARTICLE  VI 

(8)  The  BANK  shall  irrjnodiately  take  the  following 
actions,  as  required,  to  correct  and  eliminate  the  violations 

of  12  U.S.C.  S375a  listed  on  page  5  of  the  Report  of  Examination 
dated  fSBHB.  1977,  (hereinafter  the  "REPORT  OF  EXAMINATION")  s 

(a)  bring  all  loans  to  executive  officers  to 
conforming  amounts;  and 

(b)  require  executive  officers  to  cutmlt  the 
appropriate  written  loan  reports. 

(9)  The  BANK  shall  not  extend  credit  to  its  executive 
officers,  unless  said  cxtoncion  of  credit  is  in  conformity 
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ARTICLE  VII 

(10)  The  BANK  shall  henceforth  refrain  from  investing 
in  fixed  assets,  the  value  of  which  aggregate  to  an  amount 
above  that  permitted  by  12  U.S.C.  §37 Id. 

ARTICLE  VIII 

(11)  The  BANK  Shall  not  keep   on  deposit  with  any  state 
bank  or  trust  company  which  is  not  a  member  bank  a  sum  in 
excess  of  10  percentum  of  its  own  paid-up  capital  and  surplus, 
as  mandated  by  12  U.S.C.  §463. 

(12)  The  BANK  shall  immediately  reduce  the  amount  of 
funds  so  deposited  to  levels  below  the  maximum  permitted  by 
12  U.S.C.  §463. 

ARTICLE  IX 

(13)  The  BANK  shall  henceforth  promptly  file  all 
reports  relative  to  changes  in  its  controlling  ownership  as 
are  required  by  12  U.S.C.  S1817(j). 

ARTICLE  X 

(14)  The  BANK  shall  maintain,  for  the  full  period 
required  by  applicable  statute  and  regulation,  the  records 
required  to  be  retained  by  the  Bank  Secrecy  Act,  12  U.S.C. 
S1829b  and  regulations  promulgated  by  the  Secretary  of  the 
Treasury  pursuant  thereto,  which  regulations  appear  at  31 
C.F.R.  Part  103. 

ARTICLE  XI 

(15)  The  BANK  shJll  uniformly  acquire  a  current  appraisal, 
performed  by  an  indepoiidcnt  qualified  appraiser,  with  respect 

to  each  paicol  of  real  property  it  holds  as  "Other  Real 
Estate,"  at  tl'^e  time  of  acquisition  of  such  property,  pursuant 
to  12  C.K.R.  §7.3025. 
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ARTICLL  XII 

(16)  As  of  and  after  the  date  of  this  ORDER,  the  Doard 
of  Directors  sh=ll  ensjre  that  the  statements  of  business 
interest  re-uire=  of  directors  and  principal  officers  by  12 
C.F.R.  Part  23  are  raintained  in  a  complete  and  current 
manner  at  tho  rain  office  of  the  BANK. 

ARTICLE  XIII 

(17)  The  BA>;K  shall  immediately  take  corrective  action 
to  comply  v.ith  Regulation  U,  promulgated  by  the  Board  of 
Governors  of  the  Federal  Reserve  System  at  12  C.F.R.  §221, 
et  seq. 

(18)  The  BAKK  shall  not  lend  money  or  otherwise  extend 
credit  secured  directly  or  indirectly  by  any  stoc)c,  unless 
said  loan  or  other  extension  of  credit  is  in  conformity  with 
the  provisior.s  of  12  C.F.R.  §221,  et  seq. 

ARTICLE  XIV 

(19)  The  BA::K  ^)iall  take   irjr.odiate  and  continuing 
action  to  protect  the  B^:;K's  interest  with  regard  to  those 
assets  criticized,  including  other  loans  especially  mentioned, 
in  the  REPORT  OF  EX/v.Mi;;;-.TION,  as  well  as  delinquent  loans. 

(20)  l.ithin  thirty  (30)  days  of  the  effective  date  of 
this  ORDER,  the  Board  of  Directors  of  the  BANK  shall  adopt  a 
written  pro^rar.  for  eli-^inating  said  assets  from  criticized 
status. 

(21)  The  Brii.'K  shall  not  loan  additional  money  or 
otherwise  extend  credit  to  any  borrower  whose  loan  or  other 
extension  of  credit  has  been  criticized  in  v;hole  or  in  part 
in  the  REPOKT  0?  EX/J'iIN'ATION,  so  ^ong  as  said  credit  remains 
criticized  and  uncollected. 

(22)  The  preceding  paracjrajih  shall  not  bo  deemed 
applicable  if  >;uch  action  by  the  BAt.'K  is  necessary  to  prevent 
bon)iruptcy  of  the  I'roposod  borroi.or,  or  if  failure  so  to  act 
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would  be  substantially  end  critically  detrimental  to  the 
best  interest  of  the  DANK.   Before  any  such  action  shall  be 
taken,  however,  the  specific  approval  of  the  Doard  of  Directors 
shall  be  obtained.   Such  approval  shall  be  accompanied  by  a 
notarized  statement,  signed  by  the  Board  of  Directors  of  the 
BANK  or  by  its  authorized  representative,  certifying  that 
the  action  is  required  to  prevent  bankruptcy  of  the  proposed 
borrower,  or  that  failure  so  to  act  would  be  substantially 
and  critically  detrimental  to  the  best  interest  of  the  BANK. 
A  copy  of  each  such  certification  shall  be  forwarded  to  the 
REGIONAL  ADMINISTRATOR. 

ARTICLE  XV 

(23)  The  BANK  shall  take  all  necessary  steps  to  obtain 
current  and  satisfactory  credit  information  on  all  loans. 

(24)  Within  thirty  (30)  days  of  the  effective  date  of 
this  ORDER  the  BANK  shall  adopt  procedures  and  forms  for 
obtaining  and  recording  all  necessary  credit  information. 
Such  procedures  and  forms  shall  provide  for  the  maintenance 
of  current  information  on  every  borrower  from  the  B7\NK. 

(25)  The  BANK  shall  not  grant  any  loan  or  other  extension 
of  credit  to  any  borrower  unless  and  until  it  has  received 
current  and  satisfactory  credit  information,  including 
statements  of  the  purpose (s)  for  which  said  loans  or  other 
extensions  of  credit  are  requested,  as  well  as  the  source 

and  terms  of  repayment. 

ARTICLE  XVI 

(26)  The  BANK  shall  not  lend  money  or  otherwise  extend 
credit  to  any  borrower  residing  outside  the  BANK'S  trade 
area  without  the  prior  written  approval  of  the  REGIONAL 
ADMINISTRATOR. 
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<27)   Tor  purposes  of  Uhis  OI'.DER,  the  DANK's  trade  area 
shall  be  restricted  to  that  locale  from  which  it  derives 
seventy-five,  percentu-  (75%)  of  its  deposits  or  the  geographical 
area  within  a  30  rile  radius  of  the  BANK'S  main  office, 
whichever  is  the  smaller. 

ARTICLE  XVII 

(28)  The  BANK  Shall  inmediately  correct  the  deficiencies 
in  its  internal  control  and  audit  procedures  cited  in 

the  REPORT  or  EXAMINATION. 

(29)  The  Bqard  of  Directors  shall  immediately  implement 
a  written  program  to  effect  adequate  internal  controls  and 
auditing  procedures  over  operations  of  the  BANK.   Such 
program  shall  be  subriitted  to  the  REGIONAL  ADMINISTRATOR  for 
approval . 

ARTICLE  XVIII 

(30)  As  of  and  after  the  date  of  this  ORDKk,  the  BANK 
shall  not  pjrr-it  the  income  derived  from  the  sale  of  credit 
life,  health  and  accident  insurance,  which  is  sold  in  connection 
with  loans  r2ce   by  the  BANK,  to  be  diverted  to  any  recipient 
other  than  the  BANK. 

ARTICLE  XVIX 

(31)  As  of  and  after  the  effective  date  of  this  ORDER, 
the  BANK  s::2ll  not  crploy  any  person  as  an  officer  of  the 
BANK  withcjt  the  prior  v.ritten  approval  of  the  REGIONAL 
ADMINISTR.-.70?.. 

ARTICLE  >X 

(32)  Ac  of  and  after  the  dato  of  this  Oi^DER,  the  BANK 
shall  not,  cither  pt ofijcctivdy  or  retrospectively,  increase 
the  salary  of  any  officer  of  the  DANK  without  the  prior 
written  au;  loval  of  th'j  REGIOrJAL  A^MINISTR-'.TOU. 
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ARTICLE  XXI 

(33)  Within  thirty  (30)  days  of  the  effective  date  of 
this  ORDER,  the  DANK  shall  develop  a  v.-ritten  investment 
policy  of  a  safe  and  sound  nature  to  which  it  shall  strictly 
adhere.   Once  formulated,  said  written  policy  shall  be 
submitted  to  tlie  REGIONAL  ADMINISTRATOR  for  approval  prior 
to  its  implementation.   This  policy  shall  include,  but  shall 
not  be  limited  to  the  following: 

(a)  a  strict  definition  of  type  or  Icind  of  security 
to  be  purchased  and  held; 

(b)  limits  upon  the  concentrations  of  credit  in 
the  securities  portfolio; 

(c)  a  schedule  of  desired  maturities;  and 

(d)  specification  of  the  minimum  quality  of 
security  to  be  purchased  and  held. 

ARTICLE  XXII 

(34)  The  Board  of  Directors  of  the  BANK  shall,  within 
sixty  (60)  days  of  the  effective  date  of  this  ORDER,  formulate 
a  written  program  designed  to  augment  and  strengthen  the 
capital  structure  of  the  BANK.   A  copy  of  said  program 

shall,  upon  adoption,  be  forwarded  to  the  REGIONAL  ADMINISTRATOR 
who  shall  have  a  power  of  veto  over  said  program.   It  shall 
be  encumbant  upon  the  Board  of  Directors  to  submit  a  capital 
program  as  to  which  the  REGIONAL  ADMINISTRATOR  does  not 
exercise  his  pov;er  of  veto. 

ARTILE  XXIII 

(35)  The  DANK  shall,  within  thirty  (30)  days  of  the 
effective  date  of  this  ORDER,  employ  the  services  of  an 
independent  outside  auditor  to  corduct  a  complete  and  thorough 
audit  of  the  books,  records  and  operations  of  the  BANK.   The 
findings  of  said  audit  shall  be  detailed  in  a  written  report 
prepared  by  the  auditor,  a  copy  of  whicl;  report,  upon  receipt 
by  the  BANK,  sli.ill  forw.ird  to  the  REGIONAL  Ar«MINrSTRATOR. 
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•  ap.ticm:  xxrv 

(3£)   Tr.c-  S.".:.:-'.  shall  take  all  stci-s  necessary,  including 
institiition  of  appropriate  Iccjal  action,  to, secure  rcitabursemen 


■fay.f 


to  itself  c: 

Cl.T",^  7")  ,  representing  the  amount  it  paid  for  a  purchase 
audit,  of  the  3A:::-:  and  which  sura  was  properly  payable  by 
purchasers  of  controlling  interest  in  the  BANK. 


ARTICLE  XXV 
(37)   The  provisions  of  this  ORDER  shall  become  effective 
upon  the  issuance  of  this  ORDER  by  the  Comptroller  of  the 
Currency,  through  his  designated  representatives  whose  name 
appears  below,  and  shall  remain  effective  and  enforceable, 
except  to  the  extent  that,  and  until  such  tine  as,  any 
provisions  of  this  ORDER  shall  have  been  amended,  suspended, 
vaived  or  teminated  by  the  Comptroller. 


IT  IS  SO  ORDERED,  t'r.i: 
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APPENDIX    A 


3.  m 
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L'SITED  STATES  OT    AMERICA 

DEPA?-:-^:.T  0?  THE  TREASURY 

OFFICE  OF  THE  COMPTROLLER  OF  THE  CURRENCY 


ORDER  TO  CEASE  AND  DESIST 

(herir.after  the  "3ANX")  ,  by  and  through  its  duly  elected  and 
acting  Board  of  Directors,  having  by  th*  'Stipulation  and 
Consant  to  tha  Issuance  of  an  Order  to  Ceast  and  Deaistf' 
dated  the  ■■■■■^■■■■P  1977.  which  1  accepted  by 
the  Comptroller  of  tha  Currency  of  the  United  States  of 
Aaarlca  (hereinafter  the  'COMPTROLLER'),  and  incorporated 
herein  by  reference  the  same  as  if  fully  set  forth: 

(•)   stipulated  to  all  jurisdictional  facts  set 

forth  in  the  Notice  of  Charges,  dated  flHiMHi 

1977,  and; 

(b)   waived  the  hearing  and  other  procedures 

provided  in  12  U.S.C.  S1818(b)(l):  and 

(e)   consented  to  the  issuance  of  this  Order  to 

Cease  and  Deisit  (hereinafter  the  'ORDER'}; 

NOW,  THEREFORE,  pursuant  to  authority  vested  by  the 
Financial  Institutions  Supervisory  Act  of  1966,  12  U.S.C. 
S1818,  the  C0!4PTR0LLER  HEREBY  ORDERS  THATt 

ARTICLE  I 
(1)   The  BAiiK  shall  not  lend  money  or  otherwise  extend 
credit  to  any  borrower,  which  credit  exceeds  the  lending 
limitations  provided  In  12  O.S.C.  S84. 
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(2)   The  BANK  shall,  with  all  due  diligence  and  spaed, 
cause  all  loans  or  other  extensions  of  credit  which  becoaa 
in  the  future,  for  any  reason  whatsoever,  excessive  of  the 
lending  limitations  provided  in  12  U.S.C.  S84,  to  be  reduced 
to  conforming  amounts. 
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ARTICLE  II 

(3)  The  Board  of  Directors  sha.Il  ianediately  take  such 
action  as  is  necessary  to  remove  all  loans  and  other  extensions 
of  credit  to  Mr .  ^BHVBHHBMP  and  related  borrowers, 
cited  in  the  Report  of  Examination  dated  MHIBB 1977 
(hereinafter  the  "REPORT  OF  EXWilNATION")  as  a  violation  o£ 

12  O.S.C.  S84. 

ARTICLE  III 

(4)  As  of  and  subsequent  to  the  effective  date  of  this 
ORCER,  the  BANK  shall  not  knowingly  purchase,  assume  or 
acquire  in  any  manner,  directly  or  indirectly  In  its  own 
capacity,  or  as  a  fiduciary,  nominee  or  agent,  any  loan 
participation,  or  any  other  obligation  or  asset  in  any  form 
whatsoever,  FROM;  nor  shall  the  BANK  knowingly  extend, 
endorse,  guarantee  or  in  any  manner  provide  any  extensions 


bank  do  any  business  whatsoever! with,  any  of  the  following: 
(a) 


(o)   any  affiliated,  subisdiary,  or  otherwise 

related  organization  of  the  above  referenced 
enterprise  or  trusts;; 

(f)   any  relative,  whether  by  blood  or  by 

marriage  of  the  above  referenced  individual, 
including,  but  not  limited  to,  spouse,  sons. 
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daughters,  sons-in-law,  daughters-in-law, 
parents,  siblings,  and  all  other  persons 
related  by  blood  to  the  first  degree  of 
consanguinity; 
(g)   any  corporation,  partnership,  joint  en- 
deavor, or  other  enterprise  or  undertaking 
whatsoever,  in  which  any  of  the  above-referenced 
entities  or  the  above-named  individual  has 
any  equity  interest. 

ARTICLE  IV 

(5)  The  BANK  shall  not  extend  credit  to  its  executive 
officers,  unless  such  extension  of  credit  is  in  conformity 
with  the  provisions  of  12  U.S.C.  S375a. 

(6)  The  BANK  shall  require  its  executive  officers  to 
file  reports  both  with  respect  to  their  presently  outstanding 
borrowings  frora  other  financial  institutions  as  well  as  all 
future  borrowings,  as  required  by  12  U.S.C.  S375a. 

ARTICLE  V 

(7)  The  BA.1K  shall  not  lend  or  extend  credit  or  funds 
to  any  of  its  affiliates,  as  that  term  is  defined  in  12 
U.S.C.  S221a,  unless  such  extensions  of  credit  conform  to 
the  collateral  provisions  and  lending  limitations  set  forth 
in  12  U.S.C.  S  371c. 

ARTICLE  VI 
(S)   The  Board  of  Directors  shall  take  such  steps  as 
are  necessary  to  ensure  that  no  officer,  clerk,  teller,  or 
bookkeeper  employed  by  the  BANK  acts  as  a  proxy  in  any 
voting  by  the  BANK'S  shareholders,  as  proscribed  by  12 
U.S.C.  $61. 
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ARTICLE  VI  r 

(9)  The  Board  of  Directors  shall  take  inunediat*  action 
to  ensure  that  the  Statements  of  Business  Interest  re^juired 
of  the  BANK'S  directors  and  principal  officers  by  12  C.F.R. 
Part  23  are  fully  completed  and  maintained  in  a  current  and 
complete  fashion  in  the  BANK. 

ARTICLE  VIII 

(10)  The  BANK  shall  not  lend  money  or  othsrvlsa  extand 
credit  in  an  amount  in  excess  of  $5,000  without  siaJcing  and 
retaining  a  record  setting  forth  the  name  and  address  of  .th« 
person  to  whom  the  extension  of  credit  is  made,  the  amount 
thereof,  the  nature  or  purpose  thereof,  and  the  data  thecoof 
as  required  pursuant  to  31  C.F.R.  $103.33  et  seq. 

(11)  The  BANK  shall  henceforth  strictly  adhere  to  all 
requirenents  relative  to  financial  recordkeeping  and  reporting 
which  are  contained  in  31  C.F.R.  Part  103. 

ARTICLE  IX 

(12)  The  BANK  shall  not  lend  money  to  any  municipality 
within  the  state  of  flSBHik  unless  such  lending  is  in 
conformity  with  the  provisions  of j 

ARTICLE  X 

(13)  The  BANK  shall,  within  thirty  (30)  days  of  the 
effective  date  of  this  ORDER,  employ  the  services  of  an 
independent  outside  auditor  to  perform  a  complete  audit  of 
the  BANK,  prior  to  HHBBBP  1977. 

ARTICLE  XI 

(14)  The  Board  of  Directors  shall,  within  forty-five 
(45)  days  of  the  effective  date  of  this  ORDER,  formulate  a 
written  program  designed  to  augment  the  BANK'S  equity  capital 
by  an  appropriate  amount  prior  to^m^BHV'  ^"^T'      Upon 
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fornulation,  said  written  program  shall  be  forwarded  to  the 
Regional  Aeninistrator  of  t.'ational  Banks  for  ths^/f/lf 
National  Bank  Region,  H^HHBIHHHBM  (herinaftec  the 
■REGIONAL  ADXISISTFlATOa"),  who  shall  have  a  power  of  veto 
over  the  progran.   It  shall  be  incuobent  upon  the  BANK  to 
submit  a  prograa  over  which  the  REGIONAL  ADMINISTRATOR  does 
not  exeriss  his  power  of  veto.   Once  such  a  program  is 
submitted,  it  shall  be  forthwith  implemented. 

ARTICLE  XII 

(15)  The  BANK  shall  declare  or  pay  no  dividends  excepts 

(a)  in  conformity  to  12  (J.S.C.  S60; 

(b)  when  and  to  the  extent  justified  by 
sound  banking  policy;  and 

(c)  with  the  prior  written  approval  of 
the  REGIONAL  ADMINISTRATOR. 

ARTICLE  XIII 

(16)  The  Board  of  Directors  shall  review  the  BANK'S 
existing  salary  structure  and,  within  thirty  (30)  days  of 
the  effective  date  of  this  ORDER,  formulate  and  submit  to 
the  REGIONAL  ADMINISTRATOR  for  his  approval,  a  revised 
salary  and  bonus  plan  with  respect  to  each  of  the  BANK'S 
executive  officers.   Once  the  said  plan  is  approved  by  tha 
REGIONAL  ADMINISTRATOR,  the  BANK  shall  strictly  adhere  to 
it.   It  shall  be  incumbent  upon  the  BANK  to  submit  a  salary 
and  bonus  plan  to  which  the  REGIONAL  ADMINISTRATOR  approves. 

ARTICL-  XIV 

(17)  The  Board  of  Directors  shall  forthwith  review  tha 
BANK'S  written  lending  policy  and,  within  thirty  (30)  days 
of  the  effective  date  of  this  ORDER,  shall  reformulate  that 
policy  to  address  each  of  the  deficiencies  noted  in  the 
REPORT  OF  EXAMINATION  with  respect  to  said  lending  policy. 
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Upon  reformulation  of  the  written  lending  policy,  it  snaxx 
be  submitted  to  the  REGIONAI,  ADMINISTRATOR,  who  shall  have  a 
power  of  veto  over  it.   Once  the  BANK  submits  a  policy 
acceptable  to  the  REGIONAL  ADMINISTRATOR,  the  Board  of 
Directors  shall  ensure  the  BANK'S  strict  adherence  to  that 
policy. 

ARTICLE  XV 

(18)  The  BANK  shall  take  all  necessary  steps  to  obtain 
current  and  satisfactory  credit  Information  on  all  loans 
lacking  such  information  as  cited  in  the  REPORT  OF  EXAMINATION. 

(19)  The  BANK  shall  maintain  complete  and  accurate 
credit  information  on  all  borrowers  for  the  period  during 
which  their  loans  are  outstanding  or  for  a  minimum  of  five 
(5)  years  as  required  in  12  O.S.C.  S1829(b)  and  31  C.F.R. 
$103,  et  seq. ,  whichever  period  of  time  is  greater. 

ARTICLE  XVI 

(20)  The  BANK  shall  promptly  correct  the  deficiencies 
in  its  internal  control  and  audit  procedures  cited  in  the 
REPORT  OF  EXAMINATION. 

(21)  Within  thirty  (30)  days  of  the  effective  date  of 
this  ORDER,  the  BANK  shall  request  its  independent  auditor 
to  prepare  written  recommendations  to  the  BANK  for  adequate 
internal  controls  and  auditing  procedures  over  operations  of 
the  BANK,  which  the  BANK  shall  immediately  implement.  A 
copy  of  said  recommendations  shall  be  sent  to  the  REGIONAL 
ADMINISTRATOR. 

(22)  Within  sixty  (60)  days  of  the  effective  date  of 
this  ORDER,  the  BANK  shall  employ  the  services  of  a  qualified 
professional  auditor  to  serve  the  BANK  in  a  full-time  capacity. 
Said  auditor  shall  be  accountable  solely  to  the  audit  committee 
of  the  Board  of  Directors,  which  committee  shall  not  includa 
any  executive  officer  of  the  BANK. 
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A.RT1CLE   XVII 

(23)  The   BA;.:<   shall   take    inr.ediata  and  continuing 
action  to  protect  its   interest  with  regard  to  those  assets 
criticized,    including  other  assets   especially  mentioned,   in 

the  REPORT  0?  e;<amisatio>:  . 

(24)  Hithia  thirty  (30)  days  of  the  effective  date  of 
this  0R0E3,  the  Board  of  Directors  shall  adopt  a  written 
program  for  eliminating  said  assets  from  criticized  status. 

(25)  The  BANK  shall  not  loan  money  or  otherwise  extend 
credit  to  any  borrower  whose  loan  or  other  extension  of 
credit  has  been  criticized  in  whole  or  In  part  in  the  REPORT 
OF  EXAJUIJITION  so  long  as  said  credit  remains  criticized  and 
uncollected:  PROVIDED,  however,  that  this  paragraph  shall 
not  apply  to  any  specific  credit  which  the  Board  of  Directors 
certifies  in  writing  to  the  REGIONAL  ADMINISTRATOR,  that  an 
additional  extension  of  credit  is  necessary  to  forstall 
ban}iruptcy  of  the  borrower,  or  is  in  the  immediate  best 
Interest  of  the  SAI.'K.  Khen  the  Board  shall  so  certify,  • 
copy  of  the  certification,  together  with  a  specific  statement 
Of  all  considerations  upon  which  it  is  based,  shall  be 
Balntaiced  in  the  credit  file  of  the  borrower.  In  addition 
to  being  forwarded  to  the  REGIONAI.  ADMINISTRATOR. 

ARTICLE  XVII 

(26)  the  Board  of  Directors  shall,  within  thirty  (30) 
days  of  the  effective  date  of  this  ORDER,  develop  a  written 
prograa  designed  to  rectify  all  criticisms  noted  in  the 
Electronic  Data  Processing  Report  of  Examination,  dated 

1977,  and  shall  submit  said  program  to  the 
REGIONAL  ADMINISTRATOR  for  his  approval.   Upon  receipt  of 
such  approval,  the  BAN'K  shall  im.-nediately  implement  the 
prograa. 
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ARTICLE   XIX 
(27)    The   provisions   of   this  Order  shall   supersede   the 
Agreement ,  flH|HHHH[|BBMlB'    between   the   BANK  and  the 
COMPTROLLER. 


ARTICLE  XX 

(28)  The  provisions  o£  this  ORDER  shall  become  effectiv* 
upon  the  issuance  of  this  Order  by  the  Comptroller  of  th« 
Currency,  through  his  designated  representative  whose  nam* 
appears  below,  and  shall  remain  effective  and  enforceable, 
except  to  the  extent  that  and  until  such  tine  as  any  provision 
of  this  Order  shall  have  been  amended,  suspended,  waived  or 
terminated  by  the  COMPTROLLER. 

(29)  IT  IS  SO  ORDERED,  this 
1977. 
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Chairman  St  Germain.  Mr.  Tarleton,  in  your  region,  these  other 
agreements  that  you  have  entered  into,  could  you  just  tell  us  how 
they  compare  with  this  agreement?  Is  this  a  pretty  stringent  one? 

Mr.  Tarleton.  I  would  say  they  are  quite  similar. 

Chairman  St  Germain.  Pardon? 

Mr.  Tarleton.  I  would  say  the  degree  of  stringency  is  quite 
similar  to  other  agreements.  At  the  time,  or  I  should  say  after  the 
decision  has  been  made  to  enter  into  some  type  of  an  administra- 
tive agreement,  or  an  enforcement  agreement,  such  as  this,  the 
regional  office,  whichever  region  it  happens  to  involve,  does  work 
in  concert  with  two  separate  sections  of  the  Washington  Office. 
And  the  basic  responsibility  for  the  drafting  of  the  agreement  lies 
with  the  Enforcement  and  Compliance  Section  of  the  Washington 
Office.  So  there  is  a  great  deal  of  control  and  similarity  between 
these  agreements. 

Chairman  St  Germain.  Thank  you. 

Mr.  Hyde. 

Mr.  Hyde.  Thank  you,  Mr.  Chairman. 

There  are  those  more  cynical  than  I,  Mr.  Bloom,  who  question 
whether  any  media  inquired  about  this  enforcement  agreement, 
and  that  this  merely  opened  up  an  opportunity  for  you  to,  shall  we 
say,  ingratiate  yourself  with  the  new  regime. 

To  dispel  that  notion,  what  was  the  name  of  the  press  person 
who  first  contacted  you  regarding  the  banking  activities  of  Mr. 
Lance? 

Mr.  Bloom.  The  call  didn't  come  to  me  personally.  It  came  to 
others  in  the  Office.  The  one  that  I  recall  was  from  Mr.  Urban 
Lehner  of  the  Wall  Street  Journal. 

Mr.  Hyde.  Now,  with  reference  to  this  press  release  that  you 
worked  so  assiduously  on  with  legal  representatives  of  Mr  Lance, 
this  was  never  issued,  though,  was  it? 

Mr.  Bloom.  That  is  correct — by  me.  It  may  have  been  used  by 
others  down  in  Atlanta,  in  part  or  in  whole. 

Mr.  Hyde.  Now,  in  this  statement,  where  it  says  "Robert  Bloom 
issued  the  following  statement  today,"  you  talk  about  overdrafts. 
These  overdrafts  did  not  cause  any  losses  to  the  bank.  You  are 
speaking  of  the  Lance  for  Governor  Campaign  Committee.  "But 
may  have  constituted  technical  violations  of  restrictions  on  nation- 
al banks." 

Now,  how  do  you  violate  section  12,  U.S.C.  375(a),  paragraph  1, 
other  than  technically? 

Mr.  Bloom.  You  violate  it  intentionally.  To  my  mind,  the  differ- 
ence between  a  technical  violation  and,  to  use  the  prosecutor's 
phrase,  "a  prosecutable  violation,"  really  comes  down  to  your  moti- 
vations. 

Mr.  Hyde.  Guilty  knowledge — scienter. 

Mr.  Bloom.  Yes,  sir. 

Mr.  Hyde,  so  you  are  telling  us  Mr.  Lance  didn't  know  about 
loans  to  executive  officers  of  banks. 

Mr.  Bloom.  I  am  sorry.  I  thought  we  were  talking  about  the 
campaign  contributions. 

Mr.  Hyde.  Oh.  Then  his  people — his  people  didn't  know  about 
loans — the  people  running  his  campaign  didn't  know  about  self- 
serving  loans  from  banks;  is  that  right? 
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Mr.  Bloom.  No.  I  am  saying  that  nobody  who  was  of  any  degree 
of  sophistication — I  don't  think  we  were  dealing  with  idiots — would 
violate  a  stature  by  putting  it  on  the  books  of  the  bank  when  they 
know  bank  examiners  come  in  every  8  months. 

Mr.  Hyde.  Well,  anyway,  you  characterize  it  as  "maybe  a  techni- 
cal violation." 

Mr.  Bloom.  Yes,  sir. 

Mr.  Hyde.  OK. 

Now,  you  talk  about  this  enforcement  agreement  as  voluntary. 
As  a  matter  of  fact,  you  mention  it  twice  in  your  statement,  and 
Mr.  Tarleton  is  at  pains  to  mention  it  three  times — how  cooperat- 
ive the  bank  was,  and  Mr.  Lance  was,  and  these  directors  were,  on 
this  voluntary  agreement. 

Now,  you  know  and  I  know  when  the  Office  of  the  Comptroller 
goes  in  and  says  "Hey,  you  have  got  serious  problems  here,  we 
either  go  to  court  and  cause  a  run  on  your  bank,  or  we  sit  down 
and  we  agree  on  some  pretty  tough  conditions" — how  voluntary  is 
that  agreement? 

Mr.  Bloom.  I  would  readily  agree  that  you  could  argue  about 
"voluntary"  in  that  sense  as  far  as  the  options  that  were  available 
to  the  management.  However,  any  agreement  by  its  nature  is 
voluntary.  Nobody  made  them  sign  the  thing.  It  was  an  agreement. 
It  was  not  an  order.  Compared  to  an  order  it  was  a  voluntary 
agreement. 

Mr.  Hyde.  You  said  any  agreement  is  voluntary.  Is  that  your 
statement? 

Mr.  Bloom.  In  a  legalistic  sense. 

Mr.  Hyde.  You  are  a  lawyer,  right? 

Mr.  Bloom.  Yes,  sir. 

Mr.  Hyde.  You  have  never  practiced  divorce  law,  have  you? 

Mr.  Bloom.  No,  sir. 

Mr.  Hyde.  OK.  Well,  just  between  us  I  seriously  question  the 
voluntariness  of  this  agreement.  I  am  sure  they  were  eager  to 
enter  into  it,  rather  than  go  to  court,  as  between  two  alternatives.  I 
am  sure  they  did  not  want  the  word  to  leak  out  that  you  were 
going  to  require  of  them  such  things  as  "The  bank  shall  submit 
within  15  days  from  the  date  of  this  agreement  a  written  summa- 
tion of  the  program  to  improve  its  liquidity" — it  reports  here.  It  is 
very  prolix,  and  the  requirements  imposed  are  very  burdensome. 

But  in  any  event 

Mr.  Bloom.  Mr.  Hyde,  let  me  say — the  bank  management  I 
believe  are  here  this  morning,  or  some  of  them.  This  management 
was  very  responsive  to  our  wishes  in  this  matter.  Now,  we  have 
other  managements  where  the  degree  of  voluntariness  is  much, 
much  less.  I  would  say  in  this  situation,  this  could  truly,  as  I 
described  it  in  this  press  release,  be  described  as  a  voluntary  agree- 
ment on  the  part  of  the  management  of  the  Calhoun  bank. 

Mr.  Hyde.  If  they  haven't  agreed,  what  would  you  have  done? 

Mr.  Bloom.  We  would  have  hit  them  with  a  notice  of  charges. 

Mr.  Hyde.  What  would  that  have  done  to  the  bank? 

Mr.  Bloom.  Nothing.  It  would  have  been  private  under  this 
statute.  We  are  not  talking  about  going  into  Federal  court.  It  would 
have  been  a  private  procedure. 
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Mr.  Hyde.  Sooner  or  later  you  get  their  cooperation,  or  you  do  go 
to  court,  right? 

Mr.  Bloom.  If  we  don't  get  it  eventually.  But  that  doesn't  happen 
in  these  circumstances. 

Mr.  Hyde.  We  understand  each  other.  In  your  letter  of  January 
18,  1977,  you  did  not  mention  the  enforcement  agreement  at  all 
between  the  bank  and  Mr.  Lance  and  your  Office,  did  you? 

Mr.  Bloom.  You  are  talking  about  the  letter  to  the  Senate  com- 
mittee? 

Mr.  Hyde.  Yes.  The  letter  that  Mr.  David  Schaefer  required  you 
to  come  up  with  on  1  day's  notice. 

Mr.  Bloom.  Yes.  I  referred  to  "agreement."  I  will  agree — I  did 
not  describe  it  as  a  formal  agreement.  I  did  use  the  word  ''agreed," 
I  believe. 

Mr.  Hyde.  I  see.  One  would  have  to  intuitively  conclude  you  are 
talking  about  a  document  that  was  signed  with  many  provisions 
and  impositions  on  the  bank. 

Mr.  Bloom.  All  right. 

Let  me  emphasize  one  point  on  this,  Mr.  Hyde.  A  copy  of  that 
agreement  was  in  the  hands,  to  the  best  of  my  knowledge,  of  the 
Carter  transition  team.  I  did  not — and  I  thought  that  the  existence 
of  that  agreement  surely  was  communicated  to  the  Senate  commit- 
tee. And  I  still  think  so.  But  I  don't  have  facts — I  am  not  asserting 
it  as  a  fact.  But  I  did  not  regard  that  letter  as  being  for  the 
purpose  of  communicating  facts  to  the  Senate  committee.  That 
letter  was  for  the  public  record.  To  this  day  I  have  not  been  asked 
to  come  up  and  brief  anybody  on  the  Senate  side  about  Mr.  Lance's 
abilities  as  a  banker.  I  am  still  waiting  for  that  phone  call. 

Mr.  Hyde.  Which  is  another  interesting  topic,  as  to  how  effective 
their  confirmation  hearings  are,  or  they  want  them  to  be. 

Mr.  Bloom.  Yes,  indeed. 

Mr.  Hyde.  You  did  select  some  facts,  but  you  left  some  out.  You 
talked  about  the  Lance  for  Governor  Campaign  Committee  being 
overdrawn.  You  talked  about  the  Lance  family  and  friends  being 
overdrawn,  but  you  didn't  talk  about  the  enforcement  agreement. 

Mr.  Bloom.  I  selected  more  than  enough  facts  I  think  to  put 
anybody  on  notice  for  further  inquiry. 

Mr.  Hyde.  All  right. 

Now,  you  say  in  your  letter  at  the  bottom: 

However,  in  response  to  criticism  of  this  practice  by  our  examiners,  the  amounts 
of  all  overdrafts  were  paid  at  standard  rates  of  interest,  and  the  bank  suffered  no 
losses  in  connection  therewith. 

Do  you  stand  on  that  statement? 

Mr.  Bloom.  That  was  according  to  the  best  information  I  had  on 
the  day  that  I  wrote  that  letter.  Now,  with 

Mr.  Hyde.  You  didn't  qualify  that  in  any  way.  You  said  in 
response  to  criticism,  the  amounts — you  make  that  as  a  flat  state- 
ment— were  paid. 

Mr.  Bloom.  If  you  refer  to  the  affidavit  that  I  have  submitted,  I 
didn't  pull  that  out  of  the  air.  I  wanted  to  be  sure  about  that.  And 
I  did  the  best  I  could  to  nail  down  the  facts  on  that.  And  I  called 
the  Atlanta  office.  Mr.  Tarleton  was  out,  and  I  spoke  to  another 
gentleman  there.  And  I  was  assured  that  that  was  the  case. 
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Now,  in  fact  the  interest,  as  it  appears  now,  was  only  paid  from 
June  1974  forward. 

Mr.  Hyde.  That  is  right.  No  interest  from  January  1972  to  June 
1974. 

Mr.  Bloom.  Yes,  but  they  are  minor  amounts.  The  interest  that 
you  are  talking  about  is  probably  going  to  be  a  pretty  small 
amount  of  money. 

Mr.  Hyde.  Well,  we  could  go  over  that.  We  have  got  LaBelle 
Lance  here,  $41,977. 

Mr.  Bloom.  What  date,  Mr.  Hyde? 

Mr.  Hyde.  January  1972.  That  is  the  high.  Another  draft  is 
$2,985.  Service  charge  zero,  interest  collection,  zero.  There  is  a 
whole  page  of  this,  at  page  385  of  the  Senate  hearing. 

Mr.  Bloom.  It  is  in  the  Senate  hearing  record.  Well,  that  is 
interesting. 

Mr.  Hyde.  This  is — well,  it  is  in  this  book,  which  is  a  printout  of 
the  Senate  hearing. 

Mr.  Bloom.  Well,  that  is  very  interesting,  indeed. 

You  mean  you  are  looking  at  a  Senate  hearing  report  with  those 
numbers? 

Mr.  Hyde.  This  is  your  report,  sir.  This  is  a  print  of  your  report 
that  is  in  this  printout  by  the  Senate. 

Mr.  Bloom.  You  mean  our  August  18  report? 

Mr.  Hyde.  No.  I  am  telling  you  you  wrote  a  letter  January  18, 
1977,  and  you  said  that  all  interest  was  paid,  and  the  facts  are  that 
no  interest  was  paid  from  1972  to  1974. 

Mr.  Bloom.  All  right.  The  best  information  I  had  available  to  me 
when  I  wrote  the  letter  was  that  all  the  interest  had  been  paid. 

Now,  the  facts  as  they  are  determined  to  have  come  out  since 
then  indicate  it  was  only  from  1973  forward.  But  that  was  not  an 
intentional  misstatement  on  my  part. 

Mr.  Hyde.  Just  for  your  convenience,  page  34  of  the  Senate 
hearings,  which  is  part  of  your  report,  you  have,  "There  is  no 
discernible  relationship  between  the  loans  to  Mr.  Lance  and  his 
associated  interest,  and  the  deposit  accounts  maintained  by  NBG 
and  Calhoun  at  C.  &  S.  Based  on  information  currently  available  to 
the  Office  of  the  Comptroller,  there  appears  to  be  no  violation  of 
statutes,"  et  cetera. 

Well,  at  page  279  of  this  document  there  is  a  listing  of  the 
Citizens  &  Southern  National  Bank.  We  find  that  in  December 
1976  the  loans  to  Bert  Lance  campaign,  $140,000,  and  then  we  have 
loan  to  the  Uni-First,  loan  guaranteed  by  Bert  Lance,  $400,000. 
And  then  lo  and  behold,  we  have  the  correspondent  deposit  put  at 
C.  &  S.  from  NBG  of  $1,779,000.  That  is  all  in  1  month.  And  you 
say  you  don't  see  a  relationship  between  the  increase  from  $61,000, 
as  the  average  corporate  account  balance,  to  $1,779,000,  and  then 
two  rather  substantial  loans  that  same  month — you  don't  see  a 
relationship  between  that. 

Mr.  Bloom.  Who  said  that,  sir? 

Mr.  Hyde.  The  report  says  that. 
,  Mr.  Bloom.  That  report  that  you  are  looking  at  wasn't  in  exis- 
tence before  August  18,  1977.  In  January  1977,  when  I  wrote  my 
letter  to  the  Senate  committee,  I  had  none  of  this  information 
about  these  possible  compensating  balances  and  loan  connections. 
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Mr.  Hyde.  Well,  isn't  this  your  statement?  In  your  report 

Mr.  Bloom.  That  document  you  are  looking  at  is  not  my  report. 
That  is  a  report  of  the  present  Comptroller  of  the  Currency,  Mr. 
John  Heimann. 

Mr.  Hyde.  You  disavow  that? 

Mr.  Bloom.  No,  I  don't  disavow  it,  but  it  is  not  my  report.  It  is 
the  Comptroller's  report,  and  the  Comptroller  was  Mr.  Heimann, 
at  the  date  of  that  document. 

Mr.  Hyde.  Did  you  participate  in  the  preparation  of  this  report 
in  any  way? 

Mr.  Bloom.  I  can't  recall.  That  is  a  long  document.  I  worked  on 
some  parts  and  not  others.  But  what  is  your  question,  Mr.  Hyde? 

Mr.  Hyde.  My  point  is  you  look  at  the  numbers,  and  there  is  an 
obvious  relationship,  but  the  report  says  they  don't  see  a  relation- 
ship. 

Mr.  Bloom.  The  report  said  they  didn't  find  any  prosecutable 
violations  or  some  expression  like  that.  What's  that  got  to  do  with 
relationships? 

Mr.  Hyde.  Well,  I  am  being  given  the  word  by  my  chairman  so  I 
will  yield. 

Chairman  St  Germain.  Ms.  Oakar. 

Ms.  Oakar.  Thank  you,  Mr.  Chairman. 

I  frankly  am  amazed  by  some  of  the  statements  you  have  made 
here  today.  You  have  really  offered  so  many  excuses  as  to  why  you 
dealt  with  Mr.  Lance  in  his  activities  with  kid  gloves. 

You  claimed  you  were  from  a  rural  area,  Mr.  Tarleton,  and 
didn't  know  Washington. 

Mr.  Bloom,  you  said  it  was  inaugural  time,  and  you  only  had  a 
day  to  prepare  the  letter  and  all  that. 

Mr.  Bloom,  I  feel  that  your  conclusion  is  very  complimentary.  I 
would  agree  that  the  body  of  it  raises  some  real  issues  that  the 
Senate  committee  should  have  pursued.  But  your  conclusion  says 
very  specifically  that  Mr.  Lance  is  well  qualified  to  serve  as  the 
Director  of  the  Office  of  Management  and  Budget.  Since  you  made 
a  recommendation,  you  allowed  some  staff  person  to  pressure  you. 

Do  you  think  Mr.  Lance  should  resign? 

Mr.  Bloom.  Look,  Madam  Congress  woman,  I  am  a  carrer  employ- 
ee. I  have  worked  under  five  Presidents,  four  Comptrollers.  I  really 
don't  think  that  that  is  a  very  appropriate  question  to  put  to  a 
career  employee. 

Ms.  Oakar.  I  think  it  was.  You  are  a  career  professional.  At  the 
same  time,  you  have  made  a  lot  of  excuses  for  why  you  did  do  and 
did  not  do  certain  things.  You  set  a  precedent. 

Mr.  Bloom.  I  tried  to  explain  why  I  did  or  didn't  do. 

Ms.  Oakar.  That  is  right.  And  I  respect  the  fact  that  you  tried. 
But  by  the  same  token,  you  did  break  a  precedent  by  recommend- 
ing Lance,  because  of  Mr.  Schaefer's  request.  I  mean  it  is  just 
unbelievable  to  me  that  you  broke  a  precedent  with  that  kind. 
Unless,  of  course,  there  were  other  political  pressures. 

Mr.  Bloom.  It  wasn't  clear.  I  was  Acting  Comptroller  of  the 
Currency  at  the  time.  So  I  was  in  a  sort  of  a  quasi  situation, 
between  a  career  person  and  a  political  appointee.  But  now  there  is 
no  doubt  about  it.  There  is  a  full-time  Comptroller  in  place.  And 
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Bob  Bloom  isn't  about  to  fall  into  that  again.  I  am  not  going  to 
express  any  opinions  about  Mr.  Lance. 

Ms.  Oakar.  You  didn't  want  to  make  the  same  mistake  and 
break  a  precedent. 

Mr.  Bloom.  I  think  I  would  be  if  I  did  it  again. 

Ms.  Oakar.  Do  you  have  an  opinion? 

Mr.  Bloom.  Of  course  I  have  an  opinion. 

Ms.  Oakar.  Mr.  Tarleton,  can  I  ask  you  if  you  feel  in  your 
position,  do  you  think  Bert  Lance  took  advantage  of  his  role  as 
board  chairman  in  making  these  overdrafts  and  so  forth  of  the 
Calhoun  bank? 

Mr.  Tarleton.  Could  you  amplify  a  little  bit  when  you  say 
taking  advantage  of? 

Ms.  Oakar.  Did  he  abuse  his  position  of  power? 

Mr.  Tarleton.  Well,  let  me  answer  you  by  saying  that  it  is  not 
normal  banking  practice  to  have  overdrafts  to  bank  officials  or 
family  members  in  that  magnitude,  and  for  that  duration. 

Ms.  Oakar.  It  is  not  normal.  But  did  he  abuse  it  then?  If  he 
abused  his  power  as  chairman  of  the  board  of  a  small  bank,  would 
he  abuse  it  with  this  awesome  responsibility  he  has? 

Mr.  Tarleton.  I  really  don't  feel  it  is  my  place  to  characterize 
something  as  an  abuse. 

Ms.  Oakar.  It  isn't?  What  is  your  responsibility  then? 

Mr.  Tarleton.  My  responsibility  is  to  assure  the  safety  and 
soundness  of  the  banks  within  my  region.  When  I  come  across 
matters  that  we  consider  to  be  deficiencies  in  the  operation  of 
those  banks,  then  we  take  whatever  actions  are  deemed  appropri- 
ate to  effect  a  correction  of  those  deficiencies.  It  is  not  our  place  to 
characterize. 

Ms.  Oakar.  It  is  more  than  "characterize"  that  I  am  asking  you 
for  in  this  instance,  because  it  seems  to  me  that  because  we  have  a 
Regional  Administrator  of  the  OCC,  of  the  Sixth  National  Bank 
region,  in  this  case  yourself,  you  have  a  responsibility  to  deal  with 
that,  a  bad  situation,  forthrightly,  for  the  benefit  of  depositors,  and 
the  consumers. 

Mr.  Tarleton.  I  certainly  agree  with  that,  and  we  certainly  did 
do  that  in  this  case,  and  it  has  worked  very  well. 

Ms.  Oakar.  How  long  did  it  take  him  to  repay  the  bank? 

Mr.  Tarleton.  I  don't  have  those  specific  dates  with  me. 

Ms.  Oakar.  Take  the  month  of  June.  There  are  only  two  that  I 
can  see  from  here  in  the  amount  of  $231,000.  How  long  did  it  take 
him  to  repay  that  amount? 

Mr.  Tarleton.  In  June  of  what  year? 

Ms.  Oakar.  1974. 

Mr.  Tarleton.  1974? 

Ms.  Oakar.  Yes. 

Mr.  Tarleton.  I  would  have  to  go  to  the  records  and  get  that 
information  and  provide  it  to  you,  which  I  would  be  more  than 
happy  to  do. 

Ms.  Oakar.  Was  it  within  a  year,  do  you  think?  Do  you  remem- 
ber? 

Mr.  Tarleton.  You  are  asking  me  to  speculate  on  something 
that  I  would  prefer  to  go  to  the  records  to  get  the  exact  dates  for 
you,  which  I  would  be  more  than  happy  to  do. 
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Chairman  St  Germain.  It  is  obvious  on  the  charts  that  come 
from  the  Comptroller's  reports.  June  1974,  $111,000,  it  goes  up  to 
$120,000,  never  comes  in  1974  below  $111,000.  And  then  you  go  up 
to  $152,000,  all  the  way  from  November  9,  1974.  You  know,  Mr. 
Tarleton,  there  it  is.  Interest  free. 

Does  that  help  you? 

Mr.  Tarleton.  I  am  sorry,  I  can't  see  the  chart.  But  does  it  show 
a  zero  balance  somewhere  along  the  line? 

Chairman  St  Germain.  No,  sir.  It  starts  at  $111,000,  June  1974, 
and  escalates,  November  20,  1974  to  $152,000. 

Mr.  Tarleton.  As  I  understood  the  question,  it  was  at  what  time 
were  those  overdrafts  paid?  And  I  would  be  happy  to  get  that  date. 

Chairman  St  Germain.  Well,  the  overdrafts  existed  during  all 
this  period  of  time,  they  were  not  paid  during  that  period  of  time, 
at  least  the  year. 

Mr.  Tarleton.  OK.  It  is  the  date  that  they  were  paid  that  I 
think  you  are  seeking,  and  I  would  be  more  than  happy  to  get  that 
for  you. 

Chairman  St  Germain.  Would  you  yield? 

I  will  go  along  with  Ms.  Oakar  c^  this  question.  This  bank  was 
used  as  a  political  machine.  And  I  said  that  earlier  today.  They 
bought  a  scribing  machine.  Why?  For  the  gubernatorial  campaign. 
They  used  the  bank's  computers  to  put  out  computerized  letters. 
They  took  bank  personnel  out — no  wonder  the  bank  had  prob- 
lems—and put  them  on  the  campaign  payroll  to  work  in  the  cam- 
paign. They  used  it  to  finance  the  campaign,  interest  free.  And 
then  the  family  overdrafts  went  up  to  as  high  as  $450,000.  Now,  if 
that  is  not  an  instance  of  using  a  bank  for  one's  own  personal 
interest  and  purposes,  I  would  like  to  have  you  tell  me  when  that 
is  the  case. 

Mr.  Tarleton.  Mr.  Chairman,  I  am  not  trying  to  defend  anybody 
in  this  case,  nor  am  I  trying  to  argue  against  what  you  are  stating. 
The  question  that  was  asked  of  me  is:  At  what  date  were  these 
overdrafts  paid? 

Chairman  St  Germain.  But  the  prior  question  by  Ms.  Oakar  was: 
Did  you  feel  that  this  bank  was  used  for  personal  purposes? 

Mr.  Tarleton.  Again,  I  would  like  to  state  I  don't  feel  it  is  my 
place  to  characterize  this  situation,  or  the  situations  that  existed. 

Ms.  Oakar.  It  is  your  responsibility.  I  beg  your  pardon.  I  think  it 
is  your  responsibility. 

Mr.  Tarleton.  We  felt  these  were  very  serious  problems. 

Ms.  Oakar.  How  serious?  In  my  State  of  Ohio,  it  would  be 
against  the  law.  In  contrast  to  what  Mr.  Bloom  said,  if  you  know 
that  you  don't  have  a  certain  amount  of  money  in  your  account 
and  try  to  cash  that  check,  it  is  a  penalized  offense  in  the  State  of 
Ohio. 

You  are  saying  he  knew  it  would  be  good.  Why,  because  he  was 
board  chairman?  I  mean,  what  does  that  have  to  do  with  it,  outside 
of  the  fact  that  he  abused  his  power?  What  collateral  defense  did 
he  have  to  show? 

You  said  earlier,  Mr.  Bloom,  that  in  a  sense  it  was  a  good  credit 
risk,  if  I  am  not  mistaken,  that  the  bank  actually  made  some 
money  because  he  paid  a  little  bit  back  in  interest? 

Mr.  Bloom.  I  didn't  say  that. 
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Ms.  Oakar.  What  kind  of  philosophy  is  this,  and  can  you  imag- 
ine, in  my  judgment,  how  disruptive  this  is  toward  responsible 
bankers  and  toward  consumers  who  put,  you  know,  their  little 
amounts  of  money  in  banks,  assuming  that  it  is  not  abused?  What 
would  have  happened  if  he  had  not  paid  back  the  money? 

I  think  you  gentlemen  have  a  little  more  explaining  to  do,  in  my 
judgment. 

Mr.  Bloom.  Actually,  I  never  had  the  question  put  to  me,  as  to 
whether  I  thought  the  campaign  committee  overdraft  situation  was 
a  question  of  personal  use  of  the  bank  in  an  improper  way.  I  have 
no  hesitation  in  answering  that,  yes,  it  was;  yes,  indeed. 

Ms.  Oakar.  The  point  is,  we  have  been  asking  this  question  over 
and  over  again:  Is  it  a  criminal  offense  or  is  it  just  bad  banking 
policy? 

Mr.  Bloom.  We  felt  it  close  enough  to  refer  it  to  the  Department 
of  Justice,  but  my  personal  opinion  as  a  lawyer  was  that  it  is  not 
prosecutable. 

Ms.  Oakar.  You  are  not  close  enough  though. 

Mr.  Bloom.  Not  I.  Others  in  the  Office;  and  it  was  referred  to  the 
Department  of  Justice  on  December  24,  1975. 

Ms.  Oakar.  What  about  the  law  in  Georgia?  Do  you  know  if  an 
individual  overdrafts  an  account — I  know  what  the  law  is  in  Ohio; 
what  about  Georgia — if  a  person  knowingly  overdraws  his  ac- 
count— not  even  mentioning  the  magnitude;  I  mean  that  aside — is 
it  a  criminal  offense? 

Mr.  Tarleton.  I  am  not  all  that  familiar  with  the  laws  of  the 
State  of  Georgia. 

Ms.  Oakar.  Don't  you  feel  you  have  a  responsibility  to  know  the 
law  as  it  refers  to  the  State  of  Georgia  if  you  are  the  Regional 
Administrator  of  the  OCC? 

Mr.  Tarleton.  I  am  not  a  lawyer  and  I  do  have  a  lawyer  on  my 
staff. 

Ms.  Oakar.  I  think  I  would  know  that  if  I  had  your  position. 

Mr.  Tarleton.  I  have  a  lawyer  on  my  staff  who  is  perfectly 
capable. 

Ms.  Oakar.  Is  your  lawyer  here? 

Mr.  Tarleton.  My  attorney  is  not  my  regional  counsel. 

Ms.  Oakar.  I  think  this  situation  transcends  Bert  Lance.  Really, 
it  is  a  bigger  thing  than  that. 

Is  this  sort  of  thing  happening  nationally?  Does  this  mirror  what 
happens  nationally  in  banking? 

Mr.  Tarleton.  In  my  experience,  I  would  have  to  say  that  it 
happens  rarely,  and  I  don't  recall — also  in  my  experience — of 
having  seen  overdrafts  of  this  size,  so  I  would  have  to  characterize 
this  as  unusual. 

Ms.  Oakar.  But  you  dealt  with  it,  even  though  it  was  exceptional 
and  unusual,  you  chose  a  certain  direction  in  which  to  deal  with  it. 
Would  you  still  do  it  the  same  way? 

Mr.  Tarleton.  Yes,  ma'am,  I  would. 

Mr.  Bloom.  We  dealt  with  it  very  vigorously,  you  will  recall.  We 
entered  into  this  agreement,  which  Mr.  Rousselot  has  characterized 
as  a  severe  agreement,  and  we  did  accomplish  all  we  wanted  to  do 
with  that. 
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Ms.  Oakar.  But  you  knew  in  November  they  disbanded  the 
agreement  and  you  were  enraged,  according  to  your  testimony? 

Mr.  Bloom.  Yes. 

Ms.  Oakar.  Yet  you  still  wrote  what  I  consider  a  very  kind  letter 
of  recommendation,  because  the  bottom  line  is  the  conclusion  and 
not  the  body. 

Mr.  Bloom.  The  body  is  part  of  it.  If  you  are  out  looking  for  a  job 
and  someone  writes  a  letter  for  you  and  you  say,  "He  flubbed  this 
and  flubbed  that,  but  I  think  he  is  a  good  fellow" — some  of  the 
papers  have  described  it  as  a  glowing  letter  of  recommendation — I 
do  not. 

Ms.  Oakar.  Since  you  didn't  mention  any  of  the  specifics,  except 
one,  why  did  you  consider  him  well  qualified? 

Mr.  Bloom.  I  was  going  by  the  fact  that  the  things  that  had 
occurred  up  until  then  we  considered  matters  of  poor  banking 
practice,  not  involving  dishonesty,  in  my  opinion,  and  I  still  feel 
that  way,  and  I  was,  I  think,  being  influenced  very  much  by  the 
fact  that  the  President-elect  obviously  thought  he  was  well  quali- 
fied. 

Ms.  Oakar.  That  is  not  your  role  though,  Mr.  Bloom.  You  are 
supposed  to  have,  and  I  hope  you  do  have,  this  experience  of 
having  an  objective  opportunity  to  serve.  You  are  not  to  be  influ- 
enced by  the  efforts  of  the  President  or  the  former  Presidents  or 
whatever.  You  are  not  supposed  to  assume  anything.  You  have 
made  a  lot  of  assumptions. 

For  example,  I  recall  you  said  you  assumed  the  President  knew 
that  Mr.  Lance 

Mr.  Bloom.  Based  on  fact.  I  didn't  pull  that  assumption  out  of 
the  air.  I  assumed  he  knew  because  I  thought  a  copy  of  that 
agreement  was  in  the  hands  of  his  ethics  chief 

Ms.  Oakar.  I  don't  want  to  belabor  the  point,  Mr.  Chairman,  but 
I  think  these  men  have  shown  courage  by  appearing  here,  but  by 
the  same  token  I  must  say  for  the  record  that  I  think  the  dealings 
in  this  situation,  both  on  a  local  level  and  a  national  level,  were 
glossed  over.  I  express  great  regret  because  I  think  it  does  some- 
thing to  the  American  public's  confidence,  not  only  in  an  individ- 
ual but  also  in  the  whole  procedure  of  the  banking  industry.  I 
think  that  is  very  regrettable. 

Chairman  St  Germain.  Thank  you,  Ms.  Oakar. 

Mr.  Derrick? 

Mr.  Derrick.  In  this  letter  of  January  18,  did  you  send  a  carbon 
copy  to  anyone  or  communicate  the  contents  at  that  time  to  him? 

Mr.  Bloom.  I  sent  no  copies,  but  I  communicated  the  contents  of 
it  to  Judge  Smith. 

Mr.  Derrick.  Did  you  consider  you  were  communicating  the 
contents  of  it  then  to  Mr.  Lance? 

Mr.  Bloom.  Yes,  we  are  talking  about  virtually  the  same  day  it 
appeared  in  the  public  record. 

Mr.  Derrick.  Thank  you. 

Mr.  Mattox.  Mr.  Chairman,  I  have  been  a  little  concerned  about 
the  general  drift  of  some  of  the  committee  hearings  so  far,  for  the 
simple  reason  that  it  is  my  understanding  that  this  hearing  was 
not  to  be  a  test  of  whether  or  not  Mr.  Lance  is  qualified  or  not 
qualified. 
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Mr.  Bloom.  Could  I  add  one  sentence  to  my  answer,  Mr.  Derrick? 

Mr.  Lance  did  not  try  to  influence  the  wording  of  that  letter  to 
me  at  any  time,  nor  did  anybody  on  behalf  of  him.  Let  me  say  that 
for  the  record. 

Mr.  Derrick.  Of  course,  my  point  in  asking  the  question  was  to 
find  out  if  you  had  communicated  it  prior  to  the  mailing  or  at  the 
time  you  presented  it,  so  that  Mr.  Lance  might  have  been  made 
aware  of  the  favorable  light  that  you  held  him  in  at  that  time. 

Mr.  Bloom.  Yes,  he  was;  but  simultaneously,  not  previously. 

Mr.  Mattox.  Mr.  Chairman,  if  I  may  start  again — I  have  been  a 
little  concerned  because  this  forum  has  been  used  and  some  of  the 
questions  have  been  clearly  directed  to  whether  or  not  Mr.  Lance  is 
or  is  not  qualified  to  be  the  Director  of  OMB.  I  sincerely  do  not 
believe  that  was  the  purpose  of  the  meeting,  nor  does  it  really 
serve  the  purpose  for  which  we  have  been  called  here. 

The  thing  that  does  concern  me  about  Mr.  Lance's  situation  is 
that  there  have  been  continuous  reports  in  the  papers  that  have 
said,  "Look,  Mr.  Lance  has  not  done  anything  that  was  substantial- 
ly out  of  line  with  normal  banking  procedures  and  practices,  or 
what  happens  in  the  field." 

I  have  heard  Mr.  Tarleton  say  he  has  seen  overdrafts  but  not 
overdrafts  of  this  magnitude,  so  I  assume  he  is  saying  that  this  is 
one  area  which  does  step  outside  the  normal  business  practices  or 
normal  trade  in  the  area  of  professional  banking;  is  that  your 
statement? 

Mr.  Tarleton.  Yes,  sir;  I  would  have  to  say  that  based  upon  all 
the  experience  I  have  had. 

Mr.  Mattox.  But  it  is  not  usual,  particularly  in  smaller  commu- 
nity banks,  to  have  pretty  extensive  overdrafting  though,  is  it? 

Mr.  Tarleton.  It  does  occur. 

Mr.  Mattox.  It  occurs  very  rarely  and  infrequently? 

Mr.  Tarleton.  I  think  if  you  take  a  look  at  the  books  of  any 
bank  in  the  country,  they  will  have  overdrafts  outstanding. 

Mr.  Mattox.  We  are  not  talking  about  floating  hot  checks  but 
we  are  talking  about  ones  where  it  is  an  understood  practice — 
whether  it  is  by  tacit  agreement  or  by  prior  arrangement — that  an 
individual  actually  drafts  on  his  account  knowing  he  may  not  have 
money  there,  but  knowing,  in  effect,  that  he  is  executing  a  loan 
from  the  bank. 

Mr.  Tarleton.  I  cannot  say  that  is  a  common  practice. 

Mr.  Mattox.  I  have  been  around  a  heck  of  a  lot  of  banks  and 
every  one  I  have  been  around,  that  has  been  the  case. 

Chairman  St  Germain.  That  is  Texas. 

Mr.  Mattox.  That  is  Texas;  that  is  right. 

You  are  saying  it  is  not  a  common  practice,  particularly  in 
smaller  communities  where  you  know  the  people,  that  there  is  not 
overdrafting? 

Mr.  Tarleton.  It  does  occur  but  it  is  not  a  sound  banking  prac- 
tice. 

Mr.  Mattox.  In  Georgia  it  is  not  a  common  practice? 

Mr.  Tarleton.  It  does  occur,  but  it  is  not  common  practice. 

Mr.  Mattox.  I  think  you  and  I  know  it  is  common  practice  in  the 
State  of  Georgia,  isn't  it,  really? 
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Mr.  Tarleton.  No,  sir,  I  cannot  characterize  it  as  a  common 
practice.  I  know  it  does  occur.  This  is  not  the  only  instance  of  it  we 
have  found  in  Georgia. 

Mr.  Mattox.  I  am  glad  to  hear  that,  because  I  know  it  happens 
all  the  time  there. 

But  stepping  outside  the  sheer  volume,  which  I  agree  is  not  a 
common  practice,  I  was  reading  a  statement  here  in  the  American 
Banker  dated  August  30,  1977: 

For  many  bankers  and  many  observers  of  the  banking  scene,  the  real  issue  was 
not  Mr.  Lance  as  much  as  the  continued  practice  of  utilizing  compensating  balances 
to  back  loans  and  practices  there. 

We  have  a  hearing  which  is  supposed  to  deal  with  a  lot  of 
general  things,  to  enact  legislation,  and  we  have  taken  it  upon 
ourselves  to  put  Mr.  Lance  on  the  cross.  That  concerns  me  a  little 
bit  because  really  what  I  am  wondering  is  this:  Outside  the  area  of 
these  sizable  overdrafts,  isn't  it  general  practice  within  the  bank- 
ing community  to  have  very  large  compensating  balances  that  exist 
and  then  to  have  the  actual  officers  in  the  banking  institutions  go 
borrow  money  personally  from  other  major  banking  institutions 
where  they  have  corresponding  accounts? 

Mr.  Tarleton.  Are  you  directing  the  question  to  me? 

Mr.  Mattox.  I  don't  care  which  one  of  you  answers. 

Mr.  Bloom.  I  would  say  that  is  an  area  where  the  difference 
between  proper  and  improper  is  a  lot  grayer  than  in  this  overdraft 
area. 

Mr.  Mattox.  It  is  a  common  practice,  though?  That  is  what  I 
asked  you. 

Mr.  Bloom.  I  have  seen  a  lot  of  it. 

Mr.  Mattox.  It  is  a  very  common  practice,  isn't  it? 

Mr.  Bloom.  In  certain  sections  of  the  country  it  is  more  preva- 
lent than  others. 

Mr.  Mattox.  Do  you  know  of  any  major  banks  that  are  not 
engaging  in  it?  Really,  do  you? 

Mr.  Bloom.  I  can't  name  one  that  has  a  rule  against  it,  if  that  is 
what  you  mean,  but  that  isn't  to  say  there  aren't  any. 

Mr.  Mattox.  What  I  am  trying  to  find  out  is  whether  or  not 
some  of  the  things  we  are  being  critical  of  right  now  are  things 
that  are  truly,  as  the  newspapers  report,  going  on  very  commonly 
within  banking  circles,  and  if  they  are,  whether  or  not  we  need 
legislation  to  stop  it. 

Let  me  ask  you  this:  Most  of  the  time  with  major  banks  in  most 
major  cities,  where  you  have  a  corporation  doing  business  with 
banks  and  putting  large  noninterest-bearing  accounts  in  those 
banks.  Wasn't  it  a  common  practice,  prior  to  1972,  that  corporation 
officers  were  able  to  go  in  and  borrow  money  personally  from  those 
accounts,  from  that  bank,  at  interest  rates  that  were  below  prime? 
Now  wasn't  that  true  with  major  corporations? 

Mr.  Bloom.  I  am  interested  in  why  you  said  prior  to  1972. 

Mr.  Mattox.  I  think  what  has  happened  is,  since  the  Watergate 
era,  you  don't  borrow  below  prime  but  you  borrow  it  at  prime.  You 
can  always  quibble  at  what  an  account  is  at  prime  but  not  below 
prime.  Maybe  there  are  some  below  prime  and  I  don't  know  about 
it. 
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Mr.  Bloom.  Whenever  you  get  in  the  area  of  doing  any  kind  of 
favors  for  officers  of  a  corporation  in  exchange  for  getting  that 
corporation's  business,  you  are  getting  into  an  area  where  some 
States  such  as  New  York — you  have  a  State  statute  on  corporate 
bribery  which  conceivable  could  cover  that  kind  of  situation.  If 
your  rate  was  so  clearly  favorable — not  a  business,  arm's  length 
rate  and  that  sort  of  thing. 

Mr.  Mattox.  Isn't  it  a  fact  it  was  common  practice,  for  example, 
with  large  corporations,  for  their  officers  to  be  able  to  borrow 
money  from  the  bank  that  corporation  does  business  with  at  below 
prime  rate  prior  to  1972? 

Mr.  Bloom.  I  can't  state  it  from  personal  experience,  but  I  would 
say  this  is  an  area  where  there  is  a  fine  line,  that  I  am  sure,  at 
times,  is  overstepped. 

Mr.  Mattox.  Now,  Mr.  Bloom,  I  am  asking  you  a  direct  question: 
To  your  knowledge,  was  it  a  common  practice  prior  to  1972,  yes  or 
no?  If  you  say  no,  let  me  tell  you,  I  really  and  truly  question  your 
credentials  to  sit  in  the  chair  you  are  sitting  in,  because  if  you 
don't  have  that  kind  of  knowledge,  we  need  somebody  in  there  who 
knows  what  is  going  on,  because  I  know  about  it  and  you  should 
know  about  it. 

Mr.  Bloom.  I  can  deal  in  generalities,  Mr.  Mattox.  My  feeling  is 
the  same  as  yours,  that  it  probably  was  going  on,  but  I  can't  say  to 
my  real  knowledge  that  I  knew  of  cases  A,  B,  C,  and  D.  I  didn't 
come  through  the  ranks  as  a  bank  examiner;  I  am  a  Washington 
type. 

Mr.  Mattox.  We  heard  someone  say,  "I  am  from  the  rural  area." 
Now  we  have  someone  saying,  "I  am  from  Washington." 

What  we  need  is  somebody  who  knows  what  is  going  on. 

Mr.  Bloom.  I  tend  to  agree  with  you.  I  think  there  is  probably  a 
lot  of  that  goes  on,  yes. 

Mr.  Mattox.  Isn't  it  a  common  practice  right  now  for  an  officer 
from  a  major  corporation  to  be  able  to  go  into  a  bank  where  his 
corporation  has  noninterest-bearing  accounts,  and  borrow  money  at 
the  prime  rate;  isn't  that  a  common  practice? 

Mr.  Bloom.  I  don't — today? — I  don't  know.  If  you  are  going  to 
accuse  me  of  naivete  on  that,  I  am  afraid  I  will  have  to  take  it. 

Mr.  Mattox.  I  will  accuse  you  then.  I  really  will. 

We  have  been  hearing  reports  about  Mr.  Lance  being  able  to  get 
this  special  deal.  Special  deal — in  effect,  it  wasn't  a  special  deal 
because  that  is  common  practice  within  the  banking  industry 
today,  as  best  I  can  tell  from  talking  to  a  great  number  of  bankers. 
Do  you  disagree  with  that?  You  just  didn't  have  knowledge  about 
it? 

Mr.  Bloom.  What?  To  obtain  a  loan  at  prime  rate  because  you 
are  a  banker? 

Mr.  Mattox.  No,  because  you  have  a  major  account  in  somebody 
else's  bank  and  you  may  have  control  over  that  account,  even 
though  it  may  not  be  your  money;  working  for  another  corporation. 

Mr.  Bloom.  I  will  agree  with  you,  Mr.  Mattox,  that  that  occurs 
with  a  fair  degree  of  regularity;  yes,  sir. 

Mr.  Mattox.  The  question  is,  should  we  pass  some  legislation  to 
stop  that  practice? 
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Mr.  Bloom.  Really,  it  is  a  policy  question;  I  could  pass  it  to  Mr. 
Heimann.  My  view  is,  you  should  seriously  consider  it;  yes,  sir. 

Mr.  Mattox.  You  know  it  is  obvious  that  we  shouldn't  have 
these  overdraft  accounts  unless  there  are  some  actual  prearranged 
agreements  that  exist,  so  I  think  that  there  probably  was  a  prear- 
ranged agreement  with  Bert  Lance,  because  he  is  the  one  you  had 
to  make  the  agreement  with.  Whether  it  is  right  or  wrong,  that  is 
subject  to  judgment. 

These  cases  of  having  paricularly  the  major  banks  of  the  country 
be  able  to  attract  loans  from  certain  officers  by  offering  corporate 
bribery,  it  seems  to  me,  are  a  practice  that  is  at  the  root  of  some  of 
the  problems  and  probably  expose  some  of  Mr.  Lance's  first  prob- 
lems in  relation  to  trying  to  get  enough  money  together  to  cover  up 
some  of  the  other  loans  that  he  has  made. 

Mr.  Bloom.  Your  question,  sir,  is  what? 

Mr.  Mattox.  It  is  not  a  question;  it  is  a  statement. 

What  I  am  trying  to  elicit  is  whether  or  not  we  really  and  truly 
should  take  a  hard  look  at  the  maintenance  of  compensating  bal- 
ances. If  you  could  recommend  some  kind  of  legislation  to  us  that 
deals  with  compensating  balances,  which  is  a  common  practice 
throughout  the  industry,  it  would  be  helpful. 

Can  you  make  some  recommendations  to  me  today  about  how  we 
should  try  to  deal  with  compensating  balances? 

Mr.  Bloom.  I  earlier  said  that  I  thought  a  good  first  step  would 
be  full  disclosure  to  shareholders  of  both  institutions  of  the  terms 
of  these  loans,  the  amounts  of  these  deposits. 

Mr.  Mattox.  For  instance,  if  you  have  someone  sitting  on  a 
board  of  directors,  that  would  most  certainly  apply  to  them  if  they 
were  getting  loans  from  the  bank  where  their  corporation  was 
doing  business. 

How  much  further  down  do  we  go?  It  is  a  kind  of  thing  that 
happens  not  with  people — frankly,  I  have  seen  it  happen  where  it 
is  not  just  the  real  directors  of  the  bank  but  they  are  doing  it — you 
know,  the  chairman  of  another  corporation's  board  may  be  on  the 
board  of  directors  of  the  bank,  but  the  loan  is  made  to  the  presi- 
dent of  the  company  or  the  vice  president  of  the  company  or 
someone  else. 

How  far  down  should  we  go  in  disclosing  that  type  of  informa- 
tion, making  public  disclosure, 

Mr.  Bloom.  I  think  you  should  deal  with  controlling  shareholders 
of  the  bank  and  the  principal  executive  officers. 

When  you  get  into  the  directors,  I  think  it  is  a  whole  new 
question,  because  directors  have  no  controlling  interest. 

Mr.  Mattox.  The  only  controlling  interest  they  have  is  that  they 
may  have  very  large  corresponding  accounts  in  that  particular 
bank.  They  may  have  major  noninterest-bearing  accounts  in  that 
bank,  and  they  have  the  control,  not  from  a  vote  but  control  from 
the  power  of  the  dollar. 

Mr.  Bloom.  I  think  wherever  a  director  serves  on  a  bank  and  he 
is  also  a  high  official  or  an  owner  of  a  corporation  that  does 
business  with  that  bank,  that  there  should  be  disclosure  of  the 
terms  of  that  business.  It  is  not  necessarily  bad  but  there  is  no 
reason  why  it  shouldn't  be  disclosed. 
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Mr.  Mattox.  Should  it  be  disclosed  to  the  board  of  directors  or 
disclosed  to  the  public? 

Mr.  Bloom.  The  public.  The  public. 

Mr.  Mattox.  Thank  you. 

Mr.  Tarleton.  To  get  back  to  our  discussion  on  what  constitutes 
a  common  practice,  I  made  a  statement  in  my  affidavit  to  the  FBI 
investigators.  If  I  might,  I  will  read  it: 

To  the  best  of  my  recollection,  he  asked  about  whether  such  practices  were  usual 
or  unusual,  to  which  I  responded  that  insider  overdrafts  and  illiquid  loans  seem  to 
be  fairly  common  in  rural  Georgia,  but  that  we  do  not  condone  such  practices  and 
take  whatever  action  is  deemed  necessary  to  effect  correction  whenever  we  become 
aware  of  such  practices.  It  gets  down  to  what  you  consider  common  or  fairly 
common. 

I  am  not  sure  if  your  question  was  directed  to  the  rural  areas  or 
the  metropolitan  areas. 

Mr.  Mattox.  Mr.  Tarleton,  I  asked  if  it  was  not  a  fairly  common 
practice,  particularly  in  smaller  communities  and  rural  areas.  I 
think  that  would  probably  be  in  effect  what  I  was  saying,  and  I  was 
dealing  both  with  insider  overdrafts  and  actually  common  practice 
in  the  community  where  you  know  John  and  Jane  and  you  know  a 
sister  over  here  and  you  know  everybody  else  in  the  community.  It 
is  a  common  practice  to  have  overdrafts  and  sometimes  of  pretty 
sizable  magnitude. 

Mr.  Tarleton.  For  what  durations  are  you  talking  about? 

Mr.  Mattox.  It  depends.  You  are  asking  me  the  question.  I  am 
trying  to  get  an  answer  out  of  you,  not  the  other  way  around. 

For  instance,  I  will  give  you  an  example.  There  is  a  private  bank 
in  Texas  that  was  not  insured  and  failed  recently  down  there  and 
we  found  half  the  community  was  overdrafting  on  that  bank. 

Talking  about  Bert  Lance  over  here,  I  think  there  was  one  man 
who  had  overdrafted  for  $450,000  down  there,  and  the  bank  failed. 

Some  small  banks,  I  know,  usually  there  is  a  need  of  making  a 
loan  and  sometimes  they  use  it  as  a  method  of  charging  a  higher 
interest  rate  than  what  is  ordinarily  charged.  They  might  charge 
you  $10  for  $100  overdraft,  wherefore  interest  would  be  $2.50.  I 
know  it  is  common,  and  that  is  why  I  was  somewhat  badgering  you 
about  it. 

Mr.  Tarleton.  I  have  to  state  it  is  a  fairly  common  practice. 

Chairman  St  Germain.  Thank  you,  Mr.  Mattox. 

I  would  like  to  bring  this  to  the  attention  of  the  subcommittee. 
This  is  from  the  referral  to  Justice: 

During  the  relevant  period  the  bank  neither  charged  nor  received 
interest  .  .  .  further,  checks  written  by  the  committee  to  reimburse  the  bank  for 
expenses  paid  for  the  months  December  1973  through  May  1974  and  for  July  1974 
were  drawn  on  committee  accounts  at  the  bank  with  insufficient  balances.  There- 
fore, the  committee  was  reimbursing  the  bank  with  hot  checks. 

Mr.  Leach? 

Mr.  Leach.  Mahatma  Gandhi  once  said  if  you  can't  control  your 
personal  life,  you  shouldn't  the  public's.  I  think  any  statistical 
analysis  of  the  Comptroller's  report  leaves  the  unmistakeable  im- 
pression that  the  Director  of  the  Office  of  Management  and  Budget 
has  operated  in  the  personal  sphere  very  differently  than  most  of 
us  would  like  to  see  our  public  finances  run. 

I  personally  believe  that  Mr.  Lance  should  not  have  been  nomi- 
nated for  the  position  he  now  holds,  and  that  the  President  has  no 
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responsible  choice  but  to  request  his  resignation.  But  all  of  us  are 
concerned  today  with  policies  that  he  engaged  in,  and  also  with 
what  may  have  been  a  breakdown  in  executive-legislative  relations 
during  the  confirmation  process. 

I  would  like  to  touch  on  the  second  point  first,  Mr.   Bloom. 

In  January  you  wrote  your  letter  to  Senator  Ribicoff  and  you 
said,  and  I  quote,  "After  a  full  investigation,"  Mr.  Lance  enjoys  a 
"very  good  reputation"  in  the  banking  community  and  is  "well 
qualified  for  the  job."  In  your  statement 

Mr.  Bloom.  Sir,  you  quoted — what  were  the  words  after  "full 
investigation"? 

Mr.  Leach.  End  quote  after  "investigation,"  begin  quote  before 
"vefy  good  reputation,"  end  quote,  and  enclose  in  quotes,  "well- 
qualified  for  the  job." 

Mr.  Bloom.  The  words  "full  investigation"  don't  appear  in  this 
letter. 

Mr.  Leach.  I  believe  they  do.  If  you  look  on  page  1,  you  will  find 
them. 

Mr.  Bloom.  "A  full  investigation  into  the  facts  of  the  campaign 
overdraft  matter."  That  is  a  very  narrow  use  of  the  word. 

Mr.  Leach.  OK.  I  stand  corrected.  In  any  respect,  in  your  state- 
ment today  you  said,  "The  letter  requested  from  me  was  for  the 
public  record,  not  a  request  for  transactional  information." 

Mr.  Bloom.  That  is  right. 

Mr.  Leach.  Implicitly  you  appear  to  be  saying  that  the  public 
should  not  be  informed  of  extraordinarily  poor  business  practices  of 
a  nominee  for  a  Cabinet  level  office. 

Mr.  Bloom.  I  didn't  intend  to  say  that.  I  intended  to  characterize 
my  view  of  what  the  purpose  of  this  letter  was. 

Mr.  Leach.  A  letter  for  the  public  record  is  a  very  important 
letter. 

Mr.  Bloom.  Yes,  indeed. 

Mr.  Leach.  And  coming  from  a  high  member  of  the  executive 
branch  of  Government  it  implies  the  executive's  point  of  view.  It 
seems  to  me  that  we  have  here  the  possibility  that  the  executive 
has  misled  the  legislative  branch  in  one  of  the  legislature's  most 
important  functions,  which  is 

Mr.  Bloom.  I  will  not  accept  that,  Mr.  Leach 

Mr.  Leach.  Yes,  sir. 

Mr.  Bloom  [continuing].  Because  I  wrote  that  letter  against  a 
background  of  information  which  I  had  full  reason  to  expect  that 
committee  was  aware  of;  namely,  the  FBI  check  on  Mr.  Lance,  the 
existence  of  the  agreement,  the  existence  of  the  family  overdrafts. 

I  had  every  reason  to  believe  that  committee  knew  about  that, 
and  I  will  not  accept  a  characterization  that  I  tried  to  mislead  that 
committee  or  any  committee. 

Mr.  Leach.  But  apparently  you,  from  your  own  point  of  view,  felt 
more  inclined  to  keep  Mr.  Lance  personally  appraised  of  his  prob- 
lems, and  that  was  more  important  to  you  than  informing  the 
Senate  itself,  and  it  is  difficult  for  me  to  conclude  anything  except 
that 

Mr.  Bloom.  I  didn't  inform  them  of  what,  sir? 

Mr.  Leach.  You  did  not  inform  the  Senate  of  the  grave  difficul- 
ties Mr.  Lance  had  incurred  in  the  management  of  two  Georgia 
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banks.  Your  judgment  that  he  had  a  good  banking  reputation  and 
that  he  was  well  qualified  for  the  job  would  seem  to  be  unsound. 

Mr.  Bloom.  We  hadn't  encountered  any  grave  difficulties  in  my 
estimation. 

Mr.  Leach.  Do  you  seriously  believe  that  the  Director  of  the 
Office  of  Management  and  Budget  should  have  a  background  of 
fiscal  management  based  upon  borrowing  from  one  source  to  pay 
another  without  adequate  collateral? 

Is  that  good  banking  practice?  Does  that  qualify  one  to  be  Direc- 
tor of  Management  and  Budget?  We  are  not  talking  about  heading 
HEW  or  heading  a  social  security  trust  fund.  This  is  the  man 
posited  with  authority  to  run  a  balanced  budget  in  America  today. 

Mr.  Bloom.  I  didn't  have  all  of  this  scenario  that  we  have  now 
gotten  about  all  of  these  loans  and  loans  to  repay  loans.  None  of 
that  was  available  to  me.  All  I  had  before  me  was  what  I  really 
thought  were  comparatively  minor  problems  with  the  campaign 
committee  thing. 

I  had  some  inkling  of  some  family  overdrafts  in  a  family-owned 
bank.  That  fact  hasn't  come  out  this  morning.  That  bank  was 
started  by  Mrs.  Lance's  grandfather,  I  believe.  It  has  remained  in 
the  family  ever  since. 

I  did  not  consider  I  was  sitting  on  any  smoking  pistols  or  any- 
thing at  that  time.  I  was  trying  to  be  fair  to  an  individual  who  had 
been  named  to  high  office  by  giving  every  indication  to  a  commit- 
tee who  already  had  almost  as  much  information  as  I  did.  I  was 
trying  to  be  fair  to  him. 

Mr.  Leach.  In  this  family  bank,  73  percent  of  the  capital  was 
loaned  out  to  bank  officers  and  directors.  This  is  fairly  incredible. 
In  your  position  as  Comptroller  of  the  Currency,  does  your  Office 
have  any  responsibility  to  protect  minority  shareholders? 

Mr.  Bloom.  Only  in  the  sense  that  we  have  a  responsibility 
whenever  we  see  breaches  of  civil  or  criminal  law  to  see  that  they 
are  corrected.  In  terms  of  minority  shareholders  as  such,  our  Of- 
fice's responsibility  is  primarily  to  creditors  of  banks;  namely,  the 
depositors. 

Up  until  very  recently,  as  a  matter  of  fact,  we  considered  all 
shareholders  as  part  of  the  regulated  body  rather  than  the  benefi- 
ciaries. We  could  put  a  double  assessment  on  them  when  the  bank 
got  into  trouble. 

I  will  say  where  we  see  minority  shareholders  being  abused,  the 
law  doesn't  really  give  us  much  in  terms  of  starting  suits  on  their 
behalf.  But  we  should  see  that  they  get  the  disclosures  they  are 
entitled  to  under  the  law;  yes,  sir. 

Mr.  Leach.  Do  you  think,  sir,  when  a  principal  in  a  bank  bor- 
rows at  a  low  or  no  rate  of  interest,  and  maintains  a  deposit  at  the 
bank  at  a  high  rate  of  interest,  that  this  policy  implies  that  the 
bank  is  being  run  for  the  benefit  of  the  principal  and  that  this 
works  to  the  disadvantage  of  minority  shareholders? 

Mr.  Bloom.  Yes,  sir,  no  question  about  it. 

Mr.  Leach.  Do  you  also  think  that  perhaps  this  could  fall  in  the 
realm  of  a  violation  of  the  security  laws,  either  of  a  State  or  the 
Federal  Government? 
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Mr.  Bloom.  It  depends  on  how  much  disclosure  was  made.  You 
could  get  into  an  area  of  corporate  waste,  if  you  are  in  a  position  in 
a  corporation. 

Mr.  Leach.  Do  you  think  there  is  a  violation  of  the  securities  law 
with  regard  to  either  the  Calhoun  National  Bank  or  the  National 
Bank  of  Georgia  with  regard  to  Bert  Lance's  leadership  in  those 
two  banks? 

Mr.  Bloom.  I  know  the  SEC  is  looking  into  that  very  thoroughly 
at  the  moment.  Without  knowing  whether  or  not  those  overdraft 
amounts  were  included  in  the  amount  of  insider  loans  disclosed  in 
the  Calhoun  proxy  statements,  you  cannot  really  tell.  We  don't 
have  that  information  at  the  present  time. 

Mr.  Leach.  I  would  like  to  ask  you  a  couple  of  questions  more 
about  the  August  18  report  of  the  Comptroller.  One  of  the  key 
paragraphs  is  on  page  D-2.  It  concludes: 

There  is  no  discernible  relationship  between  the  loans  to  Mr.  Lance  and  his 
associated  interest  and  the  deposit  accounts  maintained  by  the  National  Bank  of 
Georgia  in  Calhoun  at  Citizens  and  Southern  Bank. 

Based  on  the  information  currently  available  to  the  Office  of  the  Comptroller  of 
the  Currency  there  appears  to  be  no  violation  of  the  statutes  or  regulations  applica- 
ble to  national  banks  in  establishment  or  operation  of  these  loan  and  deposit 
accounts. 

Do  you  agree  with  that  conclusion? 

Mr.  Bloom.  I  don't  have  enough  of  the  detail  of  Citizens  & 
Southern,  and  there  is  some  more  that  has  come  out  I  think  maybe 
since  this 

Mr.  Leach.  In  the  appendixes  of  this  report  it  indicates  that  on 
the  very  month  that  Citizens  &  Southern  increased  loans  from 
$335,000  to  $935,000  to  Mr.  Lance,  his  campaign  committee,  and 
companies  in  which  he  was  the  principal,  National  Bank  of  Geor- 
gia put  a  deposit  of  over  $1,700,000  more  in  that  bank;  the  loans 
then  increased  over  $1  million  to  Mr.  Lance  and  his  associated 
companies,  and  his  campaign  fund,  and  for  that  the  deposit  rela- 
tionship was  increased  at  Citizens  &  Southern  which  went  as  high 
as  $12  million  on  a  1-day  basis,  but  averaged  somewhere  between 
$2  million  and  $4  million. 

The  point  that  I  am  trying  to  make  is  that  the  appendixes  to  the 
report  of  the  Comptroller  contain  statistics  at  odds  with  the  re- 
port's conclusions.  The  conclusions  are  far  weaker  than  what  any 
reasonable  person  might  believe  should  be  drawn  from  the  facts 
presented. 

I  would  like  to  repeat  the  report's  conclusion.  It  says  "there  is  no 
discernible  relationship  between  the  loans  to  Mr.  Lance  and  his 
associated  interest."  Mark  Twain  once  remarked  there  are  three 
kinds  of  lies — lies,  damned  lies,  and  statistics.  But  in  banking, 
statistics  are  often  better  than  words  in  telling  the  truth. 

Mr.  Bloom.  I  do  know  that  in  the  C.  &  S.  case  there  are  lot  of 
facts  which  you  have  not  alluded  to  which  come  from  the  bank's 
side  explaining  how  they  were  consolidating  their  correspondent 
balances  at  that  time  from  a  lot  of  different  banks  into  C.  &  S.,  and 
trying  to  use  it,  I  believe,  in  place  of  another  regional  clearing 
facility. 

There  are  factors  on  the  other  side  of  the  equation  which  you 
have  not  listed.  I  don't  want  to  put  myself  in  a  position  of  defend- 
ing this  transaction,  or  this  bank  particularly.  This  one  was,  I 
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think,  a  situation  where  the  testimony  and  the  facts  could  have 
easily  swung  either  way. 

Chairman  St  Germain.  I  might  state  when  we  come  back  after 
lunch  we  are  going  to  go  into  this  area  very  thoroughly,  and  we 
will  give  the  bank  an  opportunity  to  respond  for  themselves. 

Mr.  Leach.  Thank  you.  I  will  yield  for  lunch  if  that  is  your 
desire.  I  will  yield  back  the  balance  of  my  time. 

Mr.  Rousselot.  Mr.  Chairman,  may  I  have  unanimous  consent  to 
insert  at  this  point  in  the  record  a  statement  by  Mr.  Grassley, 
ranking  member  of  the  Subcommittee  on  General  Oversight? 

Chairman  St  Germain.  Without  objection. 

[The  statement  of  Congressman  Charles  E.  Grassley  follows:] 
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INTRODUCTORY  STATEMENT  OF  CONGRESSMAN  CHARLES  E.  GRASSLEY 
3RD  DISTRICT,  IOWA 
SEPTEMBER  6.  1977 

Mr.  Chairman,  I  appreciate  the  opportunity  to  participate  in  these 
very  important  hearings  on  the  subjects  of  bank  supervision  reform  legis- 
lation and  the  banking  practices  of  Mr.  Lance. 

I  think  the  American  people  were  quite  surprised  to  find  that  some 
banks  have  two  standards  for  approving  personal  loans  to  individuals. 
It  is  my  opinion  that  a  potential  borrower's  creditworthiness  should  be 
determined  on  the  basis  of  his  financial  stability  rather  than  his 
political  prowess. 

Hopefully  these  hearings  will  result  in  substantive  changes  in  the 
bank  supervisory  agencies'  investigative  powers  thus  assuring  fair  and 
equal  access  to  bank  loans  and  removing  politics  from  loan-granting 
criteria.  In  the  area  of  loans  from  correspondent  banks  to  officers  or 
directors  of  client  banks,  strict  prohibition  should  be  placed  on  the 
use  of  correspondent  accounts  as  compensating  balances  so  that  bank 
officers  or  directors  do  not  receive  special  consideration  in  their  appli- 
cation for  personal  loans.  Balances  in  correspondent  accounts  should 
reflect  the  level  of  activity  in  that  account.  Therefore,  I  submit  that 
there  is  a  need  to  require  all  correspondent  banks  to  place  a  dollar 
amount  on  the  services  provided  to  the  client  bank.  This  would  provide  an 
objective  stantard  for  judging  the  appropriateness  of  the  balance  in  the 
correspondent  account. 

It  is  my  understanding  that  many  of  the  correspondent  banks  have 
already  placed  dollar  amounts  on  their  services,  hopefully  this  practice 
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could  be  extended  to  the  remaining  correspondent  banks  without  an 
excessive  paperwork  burden. 

I  find  it  disturbing  that  Mr.  Lance  as  President  of  the  National 
Bank  of  Georgia  had  a  coincidental  habit  of  increasing  the  balance  in 
his  correspondent  accounts  at  or  about  the  time  his  personal  finances 
dictated  that  additional  loans  were  necessary  to  maintain  his  financial 
stability. 

It  may  very  well  be  that  Mr.  Lance's  transfer  of  funds  was  necessary 
in  relation  to  the  increased  activity  in  the  correspondent  account. 
However,  it  was  very  difficult  for  this  Congressman,  as  Ranking  Member 
of  the  Oversight  Subcommittee,  to  obtain  the  necessary  information  in 
order  to  form  an  opinion  as  to  whether  or  not  such  activity  in  the  various 
correspondent  accounts  of  the  National  Bank  of  Georgia  justified  the 
shifting  of  millions  of  dollars. 

Mr.  Robert  Guyton,  President  of  the  National  Bank  of  Georgia, 
assured  me  that  the  information  would  be  provided  and  cleared  the  way  for 
the  banks  in  question  to  release  the  confidential  information. 

At  this  point  I  would  like  to  thank  Continental  Illinois  National 
Bank  and  Trust  Company  for  its  cooperation  in  providing  the  data  in  a 
timely  manner. 

However,  information  has  not  been  released  from  Manufacturers 
Hanover  Trust  Bank,  First  National  Bank  of  Chicago,  and  the  Citizens  and 
Southern  Bank  of  Atlanta.  I  therefore  request  the  Chairman  of  the  Sub- 
committee to  subpoena  the  following  information  from  the  three  afore- 
mentioned banks: 

1.  A  monthly  account  analysis  for  the  years  1976  and  1977  for 
Manufacturers  Hanover  Trust,  First  National  Bank  of  Chicago,  and  C  &  S, 
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where  applicable. 

2.  A  copy  of  the  internal  regulations  of  the  above  banks  regarding 
the  median  deposit  required  in  a  correspondent  account  in  order  to  justify 
dollars  spent  in  providing  services. 

3.  A  table  from  each  of  the  above  banks  showing  the  monthly  services 
in  dollars  versus  the  median  monthly  balance  in  the  correspondent 
account  for  the  years  1976  and  1977,  where  applicable. 

4.  A  table  of  the  daily  balances  for  the  correspondent  accounts 
for  the  months  of  October,  November,  and  December,  1976  and  January, 
1977,  versus  the  daily  services  provided  to  the  National  Bank  of  Georgia 
from  Manufacturers  Hanover  Trust,  First  National  Bank  of  Chicago,  and 

C  &  S. 

I  feel  that  this  information  is  essential  in  determining  the  pro- 
priety of  Mr.  Lance's  decision  to  transfer  millions  of  dollars  of 
depositors'  funds. 

Regardless  of  the  outcome  of  the  review  of  Mr.  Lance's  handling  of 
correspondent  funds,  there  clearly  is  a  need  for  stronger  supervisory 
authority  to  prevent  even  the  appearance  of  impropriety. 

Again,  I  would  suggest  that  this  can  be  most  effectively  accomplished 
by  requiring  a  balance  sheet  listing  the  cost  of  services  provided  and 
other  compensating  factors  as  compared  to  the  amount  of  funds  held  on 
deposit. 

Thank  you,  Mr.  Chairman,  for  affording  me  the  opportunity  of 
participating  in  these  hearings. 


252 

Chairman  St  Germain.  Mr.  Blanchard? 

Mr.  Blanchard.  Thank  you,  Mr.  Chairman. 

I  am  not  a  member  of  this  subcommittee.  I  am  aware  that  our 
distinguished  chairman,  Mr.  St  Germain,  has  been  talking  and 
attempting  for  a  couple  of  years  to  streamline  bank  regulations 
and  bank  supervision  by  the  Federal  Government  which  really  is 
our  main  issue  at  hand. 

It  is  clear  to  me  in  observing  what  is  going  on  today  that  our 
Budget  Director  will  not  be  with  us  very  much  longer.  It  is  also 
clear  to  me  that  quite  ironically,  if  your  letter,  which  I  agree  with 
you  raises  many  red  flags,  had  accompanied  a  letter  with  Theodore 
Sorenson,  his  name  would  have  been  withdrawn  by  the  President, 
and  the  Senate  probably  would  have  had  a  very  full  investigation 
of  the  red  flags  you  raise  in  the  letter. 

I  want  to  foUowup  on  what  Mr.  Mattox  of  Texas  raised. 

For  purposes  of  legislation — that  is,  intelligent  legislation,  not 
legislation  to  cover  a  crisis,  but  good  legislation — what  is  it  that,  in 
some  of  all  the  things  discussed,  what  is  it  that  Bert  Lance  did  that 
is  commonplace,  and  what  is  it  that  he  did  that  is  not? 

Mr.  Bloom.  I  think  the  loan  deposit  relationships  are  fairly 
commonplace.  I  think  the  overdrafts  are  not  commonplace. 

Mr.  Blanchard.  And  it  is  your  suggestion  that  we  should  take 
corrective  measures  by  legislative  action? 

Mr.  Bloom.  I  think  we  ought  to  look  at  certain  possibilities.  I 
would  proceed  with  a  lot  of  deliberation  because  I  agree  with  you 
that  the  worst  kind  of  legislation  comes  in  reaction  to  crises,  or 
single  case  situations. 

You  must  be  careful  not  to  think  that  you  should  solve  what  is 
essentially  a  regulatory  or  maybe  even  an  ethical  problem  with 
legislation.  Legislation  isn't  necessarily  the  solution  to  all  of  the 
problems  uncovered  by  this  affair. 

Mr.  Blanchard.  Are  there  regulatory  measures  which  the  Comp- 
troller's Office  could  take  that  could  minimize  or  prohibit  the  kind 
of  transactions  that  occurred  short  of  legislation.  Is  that  what  you 
are  suggesting? 

Mr.  Bloom.  Yes.  I  know  that  Mr.  Heimann  is  very,  very  interest- 
ed in  looking  into  that  possibility  very  thoroughly. 

Mr.  Blanchard.  Do  you  think  that  these  issues  of  overdrafts,  of 
correspondent  accounts,  would  have  been  brought  to  light  if  we  had 
not  had  the  Bert  Lance  incident? 

Mr.  Bloom.  No. 

Mr.  Blanchard.  What  happens  to 

Mr.  Bloom.  "Brought  to  light"  is  a  somewhat  strong  phrase. 
Actually  there  has  been  general  awareness  in  banking  circles,  at 
least,  of  the  compensating  balance  gray  area.  The  overdraft  thing  I 
am  not  sure  is  really  a  legislative  problem,  as  such. 

Mr.  Blanchard.  What  happens  to  an  officer  of  a  bank  about  the 
size  of  Calhoun  who  isn't  in  the  political  community?  What  hap- 
pens when  they  are  found  to  have  done  the  things  Mr.  Lance  did? 

Mr.  Bloom.  I  think  we  would  respond  in  exactly  the  same  way. 
After  all,  for  one  thing,  at  the  time  that  we  did  respond  he  was  not 
a  big  political  figure.  He  was  a  figure  in  the  State  of  Georgia,  but 
he  wasn't  of  overpowering  importance. 
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We  responded  the  same  way  we  would  with  any  bank  who  had 
committed  this  type  of  infraction;  namely,  with  an  enforcement 
action,  and  if  we  thought  there  was  a  criminal  law  being  possibly 
transgressed,  with  a  referral  of  the  facts  to  the  Justice  Depart- 
ment. 

Mr.  Blanchard.  Before  the  Lance  matter,  had  there  been  discus- 
sion with  your  Office — that  is,  the  Comptroller's  Office — and  the 
top  deputies  about  these  types  of  problems  and  the  fact  that  maybe 
we  ought  to  do  something  about  it? 

Mr.  Bloom.  Compensating  balances,  yes;  overdrafts,  no.  The  com- 
pensating balance  thing  has  been  sort  of  a  lawyer's  topic  of  discus- 
sion between  the  Justice  Department  and  ourselves  and  other 
banking  agencies  for  some  time,  going  back  to  1970.  It  has  also 
been  of  concern  to  bankers  and  bank  regulators. 

Mr.  Blanchard.  You  indicated  I  think — and  I  wanted  to  clarify 
this — that  after  your  letter  to  the  Senate  there  was  no  subsequent 
foUowup  by  the  Senate  or  by  staff  members  of  the  Senate  with  you 
about  the  letter,  is  that  correct? 

Mr.  Bloom.  The  confirmation  took  place  the  next  day,  or  the 
same  day.  My  letter  is  dated  the  18th,  and  he  was  confirmed  on  the 
18th.  There  wasn't  any  followup  since  then,  no. 

Now,  there  have  been  contacts,  of  course,  recently  between  Sena- 
tor Ribicoff  and  Mr.  Heimann,  I  am  sure.  I  haven't  been  in  on  any 
of  that. 

Mr.  Blanchard.  What  suggestions  do  you  have  related  to  the 
Lance  matter,  or  above  and  beyond  that,  to  this  committee  for 
legislation? 

Mr.  Bloom.  The  only  hard  suggestion  I  am  prepared  to  make 
today  is  the  one  I  have  mentioned;  namely,  disclosure  of  these 
compensating  balance  correspondent  relationships. 

Mr.  Blanchard.  Do  you  think  the  FDIC  would  have  pursued 
something  like  this  more  aggressively  if  they  had  the  power  to? 

Mr.  Bloom.  Like  what,  sir? 

Mr.  Blanchard.  The  FDIC  is  insuring  depositors.  Would  they 
not  take  a  more  aggressive  approach  in  an  instance  like  the  Lance 
matter,  or  other  related  instances? 

Mr.  Bloom.  I  think  in  terms  of  the  overdrafts  we  couldn't  have 
been  more  aggressive  if  we  tried.  In  terms  of  the  compensating 
balance  thing,  these  are  not  clear  situations  in  terms  of  violation 
or  not.  As  we  said  in  our  August  18  report,  they  represent  unre- 
solved questions  of  what  is  an  acceptable  banking  practice. 

Mr.  Blanchard.  Thank  you,  Mr.  Chairman. 

Chairman  St  Germain.  Mr.  Henderson,  would  you  step  forward 
for  a  moment,  please? 

I  am  going  to  ask  Mr.  Henderson  I  think  it  will  probably  be  two 
questions.  We  will  then  recess  for  lunch  and  come  back  in  45 
minutes  and  resume.  If  it  is  too  late  for  the  cafeteria,  the  take-out 
snack  bar  is  open,  I  am  told,  and  we  can  get  sandwiches  there. 

TESTIMONY  OF  Y.  ATKINS  HENDERSON,  JR.,  CHAIRMAN, 
CALHOUN  FIRST  NATIONAL  BANK 

Chairman  St  Germain.  Mr.  Henderson,  you  heard  me  ask  Mr. 
Bloom  a  question,  and  Mr.  Tarleton,  about  the  use  of  the  bank  for 
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political  purposes.  Now,  during  the  period  of  time  that  the  cam- 
paign was  going  on,  was  Mr.  Lance  still  employed  by  the  bank? 

Mr.  Henderson.  Yes. 

Chairman  St  Germain.  At  this  same  salary? 

Mr.  Henderson.  Yes. 

Chairman  St  Germain.  I  think  I  read  a  statement  that  he  made 
phone  calls  or  came  in  on  weekends  on  occasion,  is  that  correct? 

Mr.  Henderson.  He  worked  down  there  a  good  bit  in  the  late 
hours  of  the  day  and  on  the  weekends,  yes. 

Chairman  St  Germain.  He  did.  How  many  hours  per  week, 
average?  Remember,  be  very  careful  about  this. 

Mr.  Henderson.  I  can't  answer  that. 

Chairman  St  Germain.  Five  hours  a  week? 

Mr.  Henderson.  More  than  that. 

Chairman  St  Germain.  Twenty-five  hours? 

Mr.  Henderson.  That  would  be  a  pretty  good  estimate. 

Chairman  St  Germain.  You  think  that  is  accurate? 

Mr.  Henderson.  Twenty  to  twenty-five  hours. 

Chairman  St  Germain.  All  right.  Now,  on  the  matter  of  the 
overdrafts,  did  you  discuss  those  with  Mr.  Lance,  the  problem  of 
these  overdrafts? 

Mr.  Henderson.  Yes,  I  have. 

Chairman  St  Germain.  Did  you  object  to  them  at  the  time? 

Mr.  Henderson.  Yes,  I  have. 

Chairman  St  Germain.  And  on  the  matter  of  purchasing  the 
scribe  machine,  to  sign  the  letters — by  whose  authority  was  that 
undertaken? 

Mr.  Henderson.  I  was  aware  of  it,  Mr.  Chairman.  I  don't  remem- 
ber  

Chairman  St  Germain.  You  don't  know  who  purchased  it  now? 

Mr.  Henderson.  No. 

Chairman  St  Germain.  And  the  use  of  the  computers  at  the 
bank  for  computerized  letters,  were  you  aware  of  that? 

Mr.  Henderson.  I  was  aware  of  that. 

Chairman  St  Germain.  And  you  condoned  and  approved? 

Mr.  Henderson.  I  approved  of  it,  yes. 

Chairman  St  Germain.  And  you- also,  to  repeat,  approved — you 
were  aware  of  the  overdrafts  and  you  approved  them? 

Mr.  Henderson.  No,  sir,  I  did  not  approve. 

Chairman  St  Germain.  You  were  aware  of  them? 

Mr.  Henderson.  I  was  aware  of  them. 

Chairman  St  Germain.  Did  you  voice  objection? 

Mr.  Henderson.  Yes. 

Chairman  St  Germain.  What  was  the  result  of  your  voicing  the 
objection?  Were  you  overruled? 

Mr.  Henderson.  I  didn't  think  I  had  the  authority  to  do  more 
than  object. 

Chairman  St  Germain.  Weren't  you  president  at  that  time,  and 
Mr.  Lance  chairman  of  the  board? 

Mr.  Henderson.  Yes,  sir. 

Chairman  St  Germain.  And  as  president  you  didn't  have  the 
authority  to  state  that  this  practice  would  have  to  cease  in  view  of 
the  amount  of  the  overdrafts? 
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Mr.  Henderson.  Mr.  Chairman,  we  have  about  530,000  shares  of 
stock,  and  80  to  90  percent  of  that  stock  is  voted  and  the  family 
owns  40  percent. 

Chairman  St  Germain.  How  about  your  deposits.  How  much  of 
the  deposits  are  put  in  there  by  the  family  that  own  that  80  to  90 
percent  of  the  stock  as  compared  to  the  other  depositors  in  the 
community? 

Mr.  Henderson.  I  don't  have  those  figures. 

Chairman  St  Germain.  Roughly?  Do  their  deposits  amount  to  10, 
20,  30,  40,  50  percent  of  the  deposits  in  the  Calhoun  bank? 

Mr.  Henderson.  No. 

Chairman  St  Germain.  What  percentage  roughly  would  you  say? 

Mr.  Henderson.  Mr.  Chairman,  I  don't  have  the  answer  to  that. 

Chairman  St  Germain.  Is  it  above  20  percent? 

Mr.  Henderson.  No. 

Chairman  St  Germain.  Above  10  percent? 

Mr.  Henderson.  Of  the  deposits? 

Chairman  St  Germain.  Yes. 

Mr.  Henderson.  I  don't  have  the  answer. 

Chairman  St  Germain.  It  is  not  above  20  percent? 

Mr.  Henderson.  No. 

Chairman  St  Germain.  Although  they  own  more  than  80  percent 
of  the  stock,  they  don't  have  80  percent  of  the  deposits? 

Mr.  Henderson.  Forty  percent. 

Chairman  St  Germain.  Forty  percent  of  the  stock  they  own? 

Mr.  Henderson.  Yes. 

Chairman  St  Germain.  Just  a  little  information  I  wanted  to 
elicit  before  we  break  for  lunch.  We  will  come  back  and  discuss  the 
correspondent  bank  relationships  immediately  after  lunch.  We  will 
ask  Mr.  Tarleton  and  Mr.  Bloom  to  return  for  that  because  we  will 
probably  have  to  ask  you  for  some  opinions  on  this,  although  the 
main  questions  will  be  going  to  the  gentlemen  from  the  two  banks. 

We  will  be  in  recess  until  3:05. 

I  would  also  like  to  place  in  the  record  at  this  time  three  affida- 
vits taken  from  officers  of  the  Calhoun  First  National  Bank  in 
August  of  1975. 

[The  affidavits  referred  to  by  Chairman  St  Germain  follow:] 
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QHlGiNAL 


TRi^NSCRIPT   OF   PROCEEDINGS 


OFFICH   OF  TIE  COUOTROLLSn  OP  THE  CURRENCY 


In  tile  Ilattcr   of: 

CALUOUN  FIRST  irATIONAL  DAKJ 


WitnoEs:     ¥<,  A.   JEiiUSjlSCi^ 


Atlr.ntr. ,  Goorgia 
Au^^ant  23,  1S75 


PagGc:   1  thru  54 


HOOVER  REPORTING  COMPANY,  INC. 

Ogicial  Retmrters 

Washington,  D.  C. 

546-6666 
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OFFICE  OF  THE  COMPTROLLER  OF  THE  CORRENCy 


In  ths  Matter  of:         : 
; 
CALHOUN  FIRST  NATIONAL  BAIJK     :  Witness:  Y.    A.    HENDERSON 


Room  1510 

Firat  National  Bank  Tov7er 

Atlanta,  Georgia 

Thursday,  August  28,  1975 

The  hearing  in  the  above-entitled  matter  convened 

for  investigation  at  10:00  a.m. 

PRESENT : 

On  behalf  of  the  Comptroller  of  the  Currency: 

JOHN  P.  SHERRY,  ESQ. 

RICH-^RD  T.  NEWELL,  National  Bank  Exciminer 

On  behalf  of  the  Witness: 

JAI-13S    B.    LMTGFO30,    ESQ. 
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C    OliTENTS 

WITNESS:  ?^^ 

Y.  A.  Hendarson  ^ 


EXHI_BITS 
Calhoun: 

1  7 

2  « 
2(a)  ° 

3  ^ 

4  10 


5  11 

6  12 


7  13 

1« 
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MR.  SHERRY:  On  the  record  at  10:15  a.m.   My  name  is 
John  Sherry,  I  am  an  attorney  witli  the  Comptroller  of  the 
Currency's  Office. 

Let  the  record  reflect  that  present  at  this  time 
is  Mr.  Y.  A.  Henderson,  the  witness  and  ho  is  accompanied  by 
Mr.  James  B.  Langford.   Mr.  Langford  is  counsel  to  the  bank, 
is  that  correct,  sir? 

MR.  LANGFORD:   Yes. 

MR.  SHERRY:  Also  present  from  the  Office  of  the 
Comptroller  of  the  Currency  is  IJational  Bajik  Examiner  Richard 
Hewell , 

Vihoreupon , 

y.  A.  IlENDERSOtI 
was  duly  sworn  and  upon  examination  fcsatified  as  follows: 
BY  MR.  SiffiKRY: 
0.    Would  you  state  your  full  name  please  for  the 
record? 

fl.    Young  Atkins  Henderson,  Jr. 

Q.         Kr.  Henderson  and  Mr.  Langford,  this  is  a  private 
investigation  being  conducted  by  the  Office  of  the  Comptroller 
of  the  Currency  pursuant  to  a  letter  of  authorization  issued  ■ 
by  the  Couptroller  on  July  16,  1975.   The  investigation  is 
being  conducted  to  determine  whether  there  have  been  any 
violations  of  laws,  rules  or  regulations  pertaining  to  national 
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banka  and  whether  there  have  been  coranissions  of  unsafe  and 
unsound  banking  practices.  As  we  proceed  here,  the  facts 
as  developed,  may  indicate  further  violations  of  other 
statutes  other  than  those  found  in  the  National  Banking  Act. 
In  particular,  it  may  indicate  violations  of  —  possible 
violations  of  criminal  statutes.   Do  you  understand  that? 

KR.  LANGFORD:   I  don't  know  whether  I  understand  or 
not.   Of  course,  we're  here  in  response  to  tlie  subpoena  duces 
tQcum  as  it  relates  to  the  production  of  records  and  of  course 
it  is  our  contention  that  we  have  complied  v;ith  the  request 
of  the  subpoena.   You  say  this  is  a  private  hearing  and  of 
course  Mr.  Henderson  is  here  on  behalf  of  the  bank  in  compliance 
and  response  to  the  subpoena.   Very  frankly,  I'm  not  aware 
tliat  there  were  any  allegations  of  any  possible  criminal  law 
violations  as  it  relates  to  apparently  campaign  expenditares. 
I  was  not  avrare  that  there  was  any  alleged  criminal  violation 
in  response  to  the  subpoena  and  of  course  this  is  news  to  me 
that  there  might  ho   even  suspcict  any  type  of  criminal  law 
violation. 

flR.  SI'CUUY:   Well  let  me  just  say  that  there  are 
no  allegations  present,  this  is  a  fact  finding  understanding 
process  that  v;e're  going  to  go  through  today.   There  are  laws 
that  relate  to  campaign  expenditures  and  participations  of 
national  banks  therein  and  what  I  have  stated  is  that  as  we 
proceed  —  and  I  just  v/anted  Mr.  Henderson  to  fully  understand  — 
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that  there  are  tliese  lav/3  and  It's  not  for  me  to  deteriuine  but 
the  possibility  of  violations  could  exist  and  I  did  want  him 
to  understand  that. 

MR.  LJ^GFORD:   Of  course  I  understood  that  the 
purpose  of  the  hearing  v;as  as  it  related  to  possible  unsound 
banking  practices,  but  as  I  said  again,  I  was  not  ax^are  that 
anything  at  this  hearing  raight  directly  relate  to  any 
criminal  violation. 

MR.  SHIiRRY:   I  don't  know  that  it  v/ill  either. 
MR.  IxTil-iGFORD:   All  right. 

MR.  SHERRY:   I  don't  know  that  we'll  find  any  bank- 
ing violations  or  any  unsafe  or  unsound  banking  prac  i-ictiS . 

MR.  LMvIGFORD:   Of  course  that  is  my  interpretation 
and  thB  is  my  feeling  but  tliere  has  been  nothing  here  that 
would  in  any  v/ay  indicate  unsound  banking  practices,  but  1 
understand  the  purpose  of  the  investigation.   All  right. 
BY  MR.  SIIERRY: 
Q.    Mr.  Henderson,  just  to  further  advise  that  the 
testimony  you  give  this  morning  may  be  used  in  you  in  any 
federal  or  state,  civil,  criminal  or  administrative  proceeding 
brought  by  this  or  any  other  gcvernmental  agency.   You  may 
refuse  to  ansv;er  any  questions,  the  answers  to  which  y^u 
believe  may  tend  to  incriminate  you  or  subject  you  to  fine, 
penalty  or  forfeiture,  and  any  answers  you  give  will  be 
voluntary  answers.   You  may  be  represented  by  counsel  of  your 
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own  choosing.  Are  you  repressnted  by  counsol? 
A.    I  an. 

MR.  SHERRY:  V7ould  counsel  please  identify  himself. 
by  name,  address,  phono  number? 

MR.  UU'IGFORD:  All  right,  I'm  Jaui'.as  B.  Langford, 
Attorney,  Calhoun,  Georgia.   I'm  a  senior  meraber  of  the  firra 
of  Langford,  Popa  and  Bailey  and  my  post  office  box  address 
is  Box  277,  Calhoun,  Georgia  30701.  My  telephone  nxmber  is 
area  code  404  629-4497. 

MR.  SHKRRY:   Off  tlie  record  a  moment. 
(Discussion  off  the  i-ecord.) 
BY  MR,  SKBRRY: 
a    Mr.  Henderson,  you're  free  to  consult  \iith   your 
counsel  at  any  time.   If  for  any  reason  you  wish  to  do  ."so, 
just  indicate  that  to  me  and  I  v/ill  instruct  the  reporter  to 
stop  the  recording  and  you  will  have  time  to  consult  with 
counsel. 

Let  the  record  reflect  that  Mr.  Henderson  is 
appearing  here  today  pursuant  to  a  subpoena  duces  tecuin  issued 
by  the  Office  of  the  Comptroller  of  tlie  Currency. 

Mr.  Honderson,  the  subpoena  duces  tecum  calls  for 
the  production  of  certain  docuaients.   For  purposes  of  identify- 
ing those  records,  I  will  go  through  tlie  attachraent  to  th6 
subpoena  and  ask  whether  these  are  the  records  being  tendered 
pursuant  to  tlie  s'obpcena.   The  attacii^ttent  calls  for  in  its  first 
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numbered  paragraph  "All  correspondence,  ir.emoremda,  contracts 
and  agreomonts  in  the  possession  or  under  the  control  of  the 
bank  relating  to  the  campaign  fund." 

I  have  in  front  of  ir.e  four  stapled  pages,  the  top 
page  being  the  minutes  of  a  Board  of  Directors  Meeting  dated 
October  22,  1973;  the  second  document  being  a  meaorandum 
from  Y.  A.  Henderson,  Jr.  to  Officers  and  Employees,  data 
October  15,  1973;  the  tliird  docvmient  is  a  letter  purportedly 
signed  by  Bert  Lance  directed  to  Y.  A.  Henderson,  Jr.,  dated 
October  13,  1973  and  tlie  final  page  is  a  resolution  passed  by 
the  Board  of  Directors,  undated. 

Identify  this  as  Calhoun  Ejihibit  1. 

(Calhoun  Exhibit  1  was  marked 
for  identification  and  entered 
in  the  record.) 
Mr.  Henderson,  are  tliese  all  the  records  requested 
pursuant  to  paragraph  1  of  the  subpoena? 

P.    To  the  best  of  my  knowledge,  yes. 
Q.  Paragraph  nomfaar  2  of  the  subpoena  calls  for  the 

production  of  "All  bills,  invoices  and  other  request  for 
payment  items;  received  by  the  bank  relating  to  the  expenses 
of  tiie  campaign  fund."   In  response  to  this  paxagraph  of  tlie 
subpoena  I  have  in  front  of  me  a  folder  containing  bills  and 
invoices  —  and  what  else  would  this  contain? 

A.    I  believe  tliat's  all  that's  in  there. 
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Q.         And  tiiese  are  the  bills  and  invoices  received  by  the 
bank  from  various  suppliers  relating  to  the  expenses  of  the 
campaign  fund? 

A,    Again,  I  have  not  completely  audited  them,  but  to  the 
best  of  my  knov/ledge,  it  is. 

MR.  SHERRY:   This  folder  containing  these  bills  and 
invoices  is  approximately  two  and  a  half  incIiaD  thick  and  we  will 
Identify  that   as  Calhoun  Exhibit  2. 

(Calhoun  Exhibit  2  was  meurkeci  iior 
identification  and  entered  in  the 
record . ) 
Q.         Now  Mr.  Henderson,  you  have  tendered  a  small  note- 
book, I  v;onder  if  you  would  describe  v.'xiat  the  contents  of  this 
notebook  contain? 

a.    That  is  our  journal  record  of  the  accumulation  of 
titese  expenses  and  the  payment  for  it. 

MR.  SKERRY:   Identify  as  Calhoun  2(a),  this  journal. 
(Calhoun  5:chibit  2  (a)  was  raarkd 
for  identification  and  entered  in 
the  record.) 
Q.    Paragraph  3  of  the  subpoena  calls  for  the  production 
of  "All  checks  and  other  in3truiv.3n;-&  of  payrasnt  of  the  bank 
executed  by  the  bank  to  pay  the  bills  and  invoiced'  which  v/e  have 
ncRv  identified  as  Calhoun  2.   In  response  to  this  paragraph,  Mr. 
Henderson,  you  have  tendered  a  sheaf  of  checks.   If  you  would. 
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describe  just  exactly  what  these  represent. 

fl.    Those  are  the  expense  checks  that  eire  in  payment  of 
the  expenses  in  the  previous  item. 

MR.  SHERRY:   These  checks  will  be  collectively 
identified  as  Calhoun  3.  This  exhibit  is  approximately  one- 
half  inch  thick. 

(Calhovin  Exhibit  3  was  marked 
for  identification  and  received 
in  the  record.) 
fl.    There  ai-e  some  expenses  included  for  which  the 
expenses  may  not  be  there.   An  example  being  where  we  had  a 
gasoline  credit  card  account,  vja  excerpted  those  which  are 
applicable  to  this  and  included  them  in  our  billing  for  it, 
but  I'm  not  aboolutely  certain  that  the  total  gas  payment 
check  for  that  month  to  the  company  is  in  there,  that  that's 
included  in. 

ft    Are  there  any  other  items? 

a.    I  don't  believe  so,  but  there  may  be  something  else 
like  that. 

Q.         Paragraph  number  5of  the  subpoena  calls  for  the 
production  of  "All  checks  and  other  instrun^ients  of  payment 
received  by  the  bank  from  the  campaign  fund  reimbursing  the 
bank  for  tlie  payment  of  expenses  of  the  campaign  fund."   Do 
you  have  such? 

R.         I  believe  there  are  copies  of  that.   I  think  we 
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skipped  nunber  4.  Number  4  is  the  billing  notices  and  number 
5  copies  of  checks  —  they  are  in  there  that  wouU  cover  that. 
0    Collectively  — 

R.         4  cind  5  are  both  in  that  folder. 
Q.         The  records  called  for  pursuant  to  4  and  5  are^ 
contained  in  a  folder  designated  Bert-Lance  Campaign  Fund 
{Statements  for  Reimbursement) .  We  will  identify  this  as 
Calhoun  4. 

(Calhoun  E>diibit  4  was  marked 
for  identification  and  entered 
in  the  record.) 
0.    Paragraph  6  of  the  subpoena  calls  for  "all  checkr?, 
monthly  statements,  deposit  slips  and  signature  cards  from 
Inception  to  date  for  the  foliov/ing  accounts  s  Account  Number 
0103308107,  Account  Number  0100303405.   Do  you  have  such  records, 
Mr.  Henderson? 

fl.    1  contacted  tlie  Campaign  Coiwnittee  and  asked  them  if 
they  xvould  let  ir.e  borrow  thoce.   1  have  not  gono  through  them, 
there's  a  lot  of  things  in  tlieie  that  are  nono  of  my  business, 
and  that  is  what  they  rendered  ms.  To  the  best  of  my  knc-zledga , 
they're  all  in  there,  I  don't  know  of  any  reason  that  they 
wouldn ' t  be . 

JIP..  SHERRiT:   These  Konthiy  statements  with  checks 
were  received  by  you  frcm  — 

A.    From  the  Bert  Lance  Campaign  Comraittee. 
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fit    Any  particular  individual  at  that  Committee  that  , 
tendered  those  checks  and  sta tenants  to  you? 

A.    X  requested  them  from  the  Treasurer  and  he  directed 
that  they  be  given  to  me. 
Q.         And  his  name? 
A.    Lawrence  Gellerstedt. 

MR.  SHERRY:  Calhoiin  Exhibit  5  will  be  the  checks 
and  monthly  statements  of  the  previously  mentioned  accounts. 
These  are  contained  in  an  expanding  wallet  envelope. 

(Calhoun  Exhibit  5  v/as  marked 
for  identification  and  entered 
in  the  record.) 
A.    The  signature  cards  camo  from  our  files, 
ft    Paragraph  7  calls  for  tha  production  of  "All  pages 
frcHU  the  appropriata  ledger  accounts  wharein  the  bank  charges 
credits  and  reimburseir.ents  relating  to  the  c<unpaign  fund." 
Do  you  have  such  records,  Mr.  Henderson? 

A.    Again,  that  little  pocket  journal  that  1  gave  you 
is  part  of  that  and  that  is  the  bank's  account  receivable 
ledger  that  has  the  latter  parts  of  it  on  It,  that  you  have 
in  your  hand. 

ft    Exhibit  2 (a)  which  is  — 

A.    Is  part  of  our  records  reflecting  it  and  this  is  the 
balance  of  it. 

ft    If  you  could,  explain,  sir,  —  well  strike  that. 
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MR.  SHERRlf:  We'll  identify  as  Calhovin  6  a  three- 
page  record  —  perhaps  I'll  1st  Mr.  Henderson  explain  what  each 
page  contains. 

A.    The  first  two  pages  are  the  excerpts  from  our  accounts 
receivable  ledger  that  contain  any  .items  relating  to  this 
matter,  the  third  page  is  a  recap  whicli  we  prepared  for  your 
use,  excerpting  out  all  of  the  items  that  pertain  to  this 
fund,  because  there  are  other  customers'  records  involved  in 
the  first  two  pages. 

QL    The  third  page,  which  is  an   excerpt  —  take  for 
example,  the  top  entry  here,  dace  July  27,  »74,  was  a  chcirge 
of  $2,645.04.   That  charge  is  reflected,  sir,  on  either  page 
1  or  2? 

k.         It's  supposed  to  be.   I  have  not  cross-audited  it, 
but  it's  supposed  to  be, 

Q.         Just  for  furtiier  clarification,  reconstruction  on 
page  3,  does  that  —  I  should  say,  do  the  charges  there 
correspond  with  the  checlia  of  tho  bank  —  strike  that.   Off  the 
record  for  a  Komenc. 

(Discussion  off  the  record.) 

(Calhoun  E;dii2iit  S  was  mcirked 
for  identification  and  entered  in 
the  record . ) 
BY  KK.  SHERRY: 
Q.         Paragraph  8  of  the  subpoena  calls  for  all  records 
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reflecting  the  entries  as  accounts  receivable  of  unreirtibursecl 
campaign  expenses  for  August,  1974  totaling  $4,773.93. 

A.    You  already  have  that  built  into  the  other,  but  I 
brought  anotlier  copy  that  you  might  want  to  keep  to,  that 
specifically  details  that  item  that  was  finally  put  in  there 
in  the  ultimate  and  v;hich  remained  in  there  and  v/hich  has 
now  been  paid. 

Ql    The  exhibit  previously  identified  as  Calhoun  Niimber 
6  reflects  th^  entry  to  the  accounts  receivable  ledger,  is 
tliat  correct,  for  the  $4,773.93? 

r<.         Not  6  —  yes ,  yos ,  and  this  is  a  detail  of  the 
entry,  and  I  think  it's  in  that  other  one  too,  that  was  number 
2,  I  believe  it's  in  that  too,  but  — 

MR.  SKERRY:  We'll  identify  as  Calhoun  Number  7  a 
three-page  record.  Mr.  Henderson,  v;ill  you  explain  for  oax 
record  what  these  three  documents  reflect? 

A.    This  is  cin  unpaid  invoice  or  a  copy  of  an  unpaid 
invoice  that  v;e  dis'covered  asfter  the  Caaipaign  Committee  had 
closed  out  their  accounts,  which  we  did  carry  to  our  accounts 
receivable  and  have  been  making  periodic  payments  against.   It 
is  now  paid  in  full. 

Q.  There  are  three  invoices  reflecting  — 

fl.    A  total  of  $4,773.93. 

MR.  SHERRY;   We'll  identify  this  as  Calhoun  7. 

(Calhoun  Exhibit  7  was  marked  for 
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identification  and  entered  in  the 
record . ) 
ft    Paragraph  9  of  the  subpoena  calls  for  a  list  of  all 
bank  employees  or  fomisr  employees  that  handled  records 
relating  to  expenses  of  the  campaign  fund  or  V7orJied  for  the 
campaign.  We  have  a  one —  one  sheet  of  paper  designated 
"Persons  Handling  Records".   Identify  tliat  as  Calhoun  8. 

(Calhoiin  Eidiibit  8  was  marked  for 
identification  and  entered  in  the 
record. ) 
BY  MR.  SHERRY J 
Q.         Mr.  Henderson,  what  is  your  present  position  with 
the  bank? 

A.    I'm  President. 

Q.         And  you  have  been  President  for  how  long,  air? 
A.    Since  May  of  '74. 

Q,         How  long  a  time  have  you  been  with  the  bank? 
fl.    T»»enty-threG  years  I  balicve. 

Q.  Prior  to  your  cissuining  the  Presidency,  Vvhat  was  your 

title? 

fl.    Executive  Vice  President. 

Q.    And  what  vjas  the  period  of  time  you  vrere  an  Executive 
Vice  President? 

fl.    About  four  years,  I  don't  remGinber  exactly,  but  about 
four  years. 
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0    I  v;onder  if  you  v;ould,  please,  sir,  relate  for  the 
record  the  discussions  that  you  were  a  party  to  involving  the 
campaign  fund  and  the  fact  that  the  banlc  would  be  receiving 
certain  bills  relating  to  the  expenses  of  the  campaign  fund 
and  be  paying  those  bills.   If  we  could  go  to  the  first 
occasion  that  you  recall  these  discussions  and  if  you  could 
develop  in  a  narrative  form  the  substance  of  those  discussions 
and  so  forth,  and  if  there  are  any  records  that  v;e  have 
identified  as  exhibits  that  may  be  helpful,  we'll  be  happy  to 
tender  them. 

fl.    The  first  thing  is  the  discussion  in  the  Directors' 
Meeting  of  how  this  should  be  properly  handled,  vrhich  is 
pretty  x^ell  delineated  in  those  exhibits  and  those  j-r::';l.i'  :.  ;11 
exhibit  what  v;e  attempted  to  do  to  l:eep  this  properly  done 
and  apart  and  aside  from  any  banking  matter  in  as  much  as  v/e 
could. 

Q.    That's  at  a  Board  of  Directors  Jlesting  of  October 

22,  1973? 

A.    Yes. 

Q.  Prior  to  that  mcsting,  did  you  have  conversations 

with  anyone  about  this  snatcer?  Mr.  Lance? 

A.    I  don't  recall.   I'm  sure  that  I  told  him  at  some 
time  that  we  probably  should  try  to  hemdla  this  as  properly 
as  we  knew  how,  that  it  should  be  brought  before  the  Directors 
and  should  be  discussed  thoroughly,  which  v;e  did. 
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ft  I  xi/onder  if  we  could  just  develop  for  me  as  best 
you  recall  what  discussions  were  on  handling  of  the  bank's 
transactions  with  the  campaign  fund. 

A.    VWiat  do  you  mean,  Mr.  Sherry? 

ft    Give  us  maybe  a  little  more  substance  to  the  October 
22,  1973  minutes.   In  other  \7ords,  how  was  it  decided  or  how 
was  it  discussed  at  that  time  as  to  the  way  the  bills  would  be 
received  and  entries  be  made  and  records  kept  and  so  forth? 
A.    Vte  had  two  or  three  employees  of  the  bank  who  Mr. 
Lance  desired  to  use  in  his  campaign  for  Governor.  He  was  also 
desirous  that  the  fringe  benefits  tliat  thsy  had  become 
accustomed  to  during  their  employment  by  the  bank  be  carried 
on  during  the  campaign.   This  caused  the  discussion  of  how 
we  could  properly  do  this  and  we  decided  that  we  would  retain 
them  on  the  bank's  payroll  to  retain  their  benefits  and  that 
the  Campaign  Cornmittee  would  reiirJjurse  us  in  full  for  the  cost 
of  the  benefits,  their  salaries  and  everything  involved,  the 
Social  Security  and  all,  which  v/a  billed,  which  v;e  agreed  to 
bill  to  the  Campaign  Committee  and  v/hich  is  what's  in  all  these 
records  we  brought,  ia  the  way  \7z   handled  it. 

Q.         As  best  you  recall,  v;ho  initiated  the  idea  for  having 
tlie  bank  pay  the  expenses  and  thon  bill  the  Can^aign  Fund? 
lioiv  was  that  idea  brought  to  the  bank  and  from  whom? 

fl.    I  don't  remember  the  specific  conversation  frankly, 
I  don '  t  remember  v7ho  v/as  present  when  we  first  talked  about 
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how  it  should  be  done. 

QL    Mr.  Lcince  was  present? 

fl.    He  \*as  present  I'm  sure  and  I  was  present  and  tliere 
may  have  been  some  other  people  present,  I  don't  remember, 
I  don't  recall. 

Q.         During  your  preliminary  discussions,  was  it  ever 
discussed  that  the   Campaign  Committee  could  set  up  an  account 
at  the  bank  and  that  v/hen  bills  v;ere  received  from  suppliers 
relating  to  campaign  expenses  that  checks  would  be  drawn  from 
tlie  Campaign  Fund  account  at  the  bank,  rather  than  having 
the  bank  pay  the  check  —  pay  the  bill  and  then  being  reimbursed 
by  the  Committee? 

X         For  the  reasons  I  just  enumerated  that  would  be  hard 
to  do,  and  Uiat's  what  we  tried  to  do,  the  biggest  items  of 
course  being  the  payroll. 

Q.         You  were  able  to  calculate  what  —  you're  spying  you 
had  to  keep  the  individuals  on  the  payroll  of  the  bank  in  order 
for  them  to  retain  their  benefits. 

A.    To  retain  their  benefits,  yes,  because  v;hether  the 
campaign  had  bean  successful  or  not,  soma  of  these  people 
would  come  back  to  work  for  us  after  the  campaign  was  over, 
diiu  to  keep  tneir  pension  benefits  going  and  everytlning,  we 
felt  like  it  was  better  if  they  just  operated  on  more  or  less 
a  leave  of  absence  and  still  on  the  bank's  payroll. 

0.    VJliat  about  othier  expenses,  for  example,  the  airplane? 
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A.    Most  of  those  expenses  v;ere  handled  directly  by  the 
Campaign  Committee  GKccpt  for  those  where  It  held  gotten  inter- 
related with  the  bank's  expenses  and  that's  the  ones  tliat  we 
tried  to  be  specific  in  pointing  them  out  and  identifying  thera 
and  charging  them  back  to  the  Campaign  Committee. 

Q.         Removing  an  exhibit  —  excuse  me,  a  record  from  the 
Calhoun  Number  4  exhibit  —  for  example,  the  October  31,  1973 
bill  sent  by  the  bank  to  the  Campaign  Fund, listed  on  this 
record  is  an  entry  October  '73  lease  Seneca. 

fl.    That's  the  reimbursement  of  the  lease  of  the  airplane 
which  the  bank  had  under  a  lease  for  sometime  before  this. 

Q.  You're  telling  me  tlist  the  banJ.,  prior  to  the  campaign 

gearing  up,  had  a  plane  it  leaaed? 

A.    Yes. 

Q,  Do  you  recall  when  that  lease  began? 


fl.    No  I  don't.   It  was  at  least  a  year  or  longer  than 
that  prior  to  the  campaign.  Before  that  we  had  rented  an 
airplane  when  we  needed  one  but  v;e  had  entered  into  a  lease 
agreement. 

ft    Okay. 

ft.  Soraetiui.e  prior  to  the  caippciign . 

C-  This  is  a  bill,    if  I   can  call  it  that,    that  v/ould  be 

directed  by  tlia  bank   to  the  caj«paigii? 

A.         To  the  Campaign  Coipmittee. 

Q.  Reflecting  — 
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A.         The  charges  tloat  ware  appropriate   to   them, 

Q.         These  charges  reflect  tliat  tlie  bank  paid  tliese  bills 
and  la   seeking  reimburssroent? 

A.    That's  correct. 

ft    For  example,  the  lease  of  th^}  tI"""  *''^'^   "'"*""hf^ri 

that  lease  —  the  plane  was  totally  used  for  campaign 

activities,  would  that  be  accurate? 
/• 
A.    Not  totally.   I  don't  recall  whether  the  charged 

back  amount  is  exactly  even  with  the  lease  air.ovuit,  I  did  not 

look  at  that.   It  was  not  totally  leased,  we  still  used  the 

plane  some  in  our  banking  activities. 

ft    Doas  tile  bank  continue  to  lease  this  plane? 

A.    Yes.   We  had  it  subleased  but  wa  have  just  had  a 
cancellation  on  that  and  we  are  back  in  leasing  the  plane 
now. 

ft    I  wonder  if  you  v;ould  develop  for  me  tlie  method  by 
which  step  by  step  the  bank  vjould  receive  a  bill  and  if  you 
could  trace  that  bill  through  the  bank  and  into  entries  that 
would  be  made  in  bank  records  and  if  v/e  could,  let's  take 
for  example,  the  bank  would  pay  the  lease  for  this  airplane. 

K         Yes . 

ft    Okay,  no\v  what  first  would  arise?  Would  the  lessor 
bill  the  bank? 

A.    We've  got  a  monthly  contract  with  the  local  airport 
operator  in  Calhoun  and  v/e  do  lease  the  plane  from  hira  and  v;e 


276 


make  him  monthly  expense  checks  for  the  lease  and  as  I  say  I 
don't  recall,  I  did  not  check  that  before  I  came  down  here 
whether  that  is  the  total  amount  of  the  lease  payment  or  not, 
I  don't  remember  the  amount  that  is  charged  back  to  the 
campaign. 

Oi    Would  this  company  that  leased  the  airplane  send  a 
monthly  bill? 

/V    No,  we  have  a  signed  lease  contract  where  we 
automatically  pay  those.  — " 

fr    So  on  a  set  day  during  the  month  you  would  pay  tliis 
expense? 

A.    Yes.  All  right,  of  course  to  trace  the  payroll,  we 
just  simply  get  our  payroll  records  and  change  all  applicable 
items  back  to  the  Campaign  Committee.   I've  already  told  you 
a  minute  ago  on  things  like  gasoline  and  son\e  other  bills 
where  they  ace  inter-mingled  with  the  bank's  bills,  v;e  had  to 
have  our  operations  people ,  our  expense  people  that  handled 
those  matters,  pull  out  thoso  that  were  applicable  to  the 
campaign  and  get  a  separate  total  on  tliem  and  v;e  did  charge 
those  —  we  went  ahead  and  paid  the  total  bill  and  then  charge, 
back  to  the  Campaign  Coi^cr.ittea  those  parts  of  it  that  were 
applicable  to  thsm, 

0.    What  other  equipment  v/as  being  used  foi:  the  campaign 
aside  from  the  airplane?  Was  the  computer  being  used? 

h.         Our  computer  department  did  sx'tse.work  for  the  Carapai^ 
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Conunittee  on  the  weekends,  at  times  v/hon  the  computer  was  down 
and  not  being  used  and  our  computer  department  separately  billed 
for  tlie  applicable  expenses  that  were  entailed  there. 

0    £3o  actually  the  oil  companies,  tha  computer  company 
and  so  forth,  ihey  would  bill  the  baiJc  directly? 

A.    And  the  bank  would  pay  them  directly  and  we  would 
charge  out  that  part  that  was  applicable  to  the  campaign. 
Qi    The  bank  would  charge  various  expense  accounts, 
its  expense  accounts  for  these,  when  payment  was  made,  is 
that  correct? 

R.         That  is  correct,  yes. 

Q.  That  charge  would  not  break  out  the  amount  that  is 

an  expense  of  the  bank? 

ii.    Not  when  they  v;ere  inter-mingled,  no,  v;e  had  to  do 
that  separately  and  delineate  what  those  were  and  charge  them 
back  emd  that's  V7hat  we  billed  the  Campaign  Committee  for. 

Q.         Vlho   in  the  bank  would  handle  transactions,  for 
example,  issue  the  clieck  to  the  airplane  leasing  company? 

A.    Our  operations  department  under  Jhr.  Lamar  Harrison, 
he's  the  ijupervisor  of  that  area. 

Q.  For  exaiiiple,  would  it  be  i^lr.  Harrison's  duty  to 

differentiate? 

fl.    Pull  out  what  v/as  applicable,  yss. 

OL    What  I'm  saying  is,  if  the  airplane  or  tha  computer 
v;as  used  for  a  period  of  time  for  the  Ccunpaign  Fund  and  there's 
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a  figure  of  $200  for  that  expense  but  the  total  bill  Is  $800, 
you  v;ould  issue  a  check  for  $800  but  Mr»  Harrison  would  break 
out  from  that  for  your  records  the  $200  and  that  would  be  charged 
back  to  the  fund,  he  would  keep  that  record? 

A.    That's  the  way  we  did  all  of  these  intermingled  bills, 
we  tried  to  differentiate  tliat  part  that  was  applicable  to  the 
campaign . 

Q.         I  have  here  a  document  that  I'm  removing  from  the 
Calhoun  Number  2  ej^hibit,  it  reflects  a  rental  of  an  automobile. 
Talcing  this,  I  wonder  if  you  could  explain  to  Hie  what  the 
bank's  involvement  in  handling  a  transaction  such  as  that  would 
be? 

A.    These  people  had  tl'ie   bank's  credit  cards  and  as  these 


credit  card  records  —  as  I  told  you  when  the  gasoline  carae  in, 
we  took  out  thosa  that  were  appliceibla  to  the  campaign  and 
asked  for  a  reimbursement,  and  this  is  one  of  them. 

Q.         So  for  the  rental  of  the  car  — 

iL    This  v.'as  not  for  the  bank's  bensflt,  this  was  for  the 
campaign .  ' 

Q.         l-rnafc  dapartment  v.'ould  receive  a  bill? 

/i.    Our  operations  dspartruent. 

&    And  that's  Ilr.  Harrison? 

/L    Harrison. 

Q.         And  to.  Harrison  — 

H.         WoiiH  go  through  those  bills  and  pick  out  those,  if  thei 
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were  any  questions,  he  made  an  effort  to  identify  them,  but 
knowing  the  personnel  involved,  there  was  very  rarely  any 
question. 

6    In  terms  of  the  bill,  the  credit  card  bill,  that 
V70uld  be  paid  in  total? 

A.    By  the  bank  and  then  we  would  bill  the  Campaign 
Committee  for  that  that  was  applicable  to  them. 

6    Would  you  send  to  tlie  Campaign  Committee  a  copy  of 
the  bill  itself,  or  would  you  just  send  them  a  total  figure 
on  the  emiDunt  ovjed? 

A.    Well  now  as  I  told  you,  this  gets  intermingled  witli 
those  funds  which  Mr.  Lance  hed  given  to  us  and  directed  us 
to  keep  up  with.   Some  of  the  billings  are  in  the  little 
pocket  journal  ledger  and  scma  of  them  are  billed  to  tlie 
Ccunpaign  Committee  and  v/e  carried  them  both  ways.  V7e  V7ould 
bill  part  of  them  one  way  and  part  the  other.   Most  of  these 
are  in  that  little  pocket  ledger. 

Q.    Let's  understand  this  transaction  now.   When  it  was 
decided  that  bills  would  bs  handled  in  this  form  as  described 
in  the  memo  of  October  22,  1973,  at  that  tinto,  Mr.  Lance 
deposited  witJi  the  bank  a  sum  o.C  I  guess  $5,000? 

A.    $5,000. 

Q.         Where  would  that  check  have  been  deposited,  what 
account,  just  into  the  bank's  general  account? 

fl.    Yes,  just  in  the  general  account.   I  don't  specifically 
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exactly  what  disposition  we  made  of  it. 
0,    And  then  as  bills  v/ere  received,  as  they  related  to 
the  campaign  expenses,  scone  of  tliese  — 

Qi    We  charged  them  back.  We  started  with  the  $5,000 
credit  balance  and  we  charged  back  and  then  when  it  shifted 
into  a  debit  balance  v;e  kept  up  with  it,  as  was  directed  in 
the  letter  and  Mr.  Lance  reiiubursed  us  for  any  of  those 
expenses  that  were  applicable  in  that  area. 

ft    Monthly  the  bcink  would  send  to  tlie  Campaign  Fiind  a 
recreation  — 

A.  A  billing  for  certain  expenses,  most  of  which  v/ere 
tlie  airplane  lease  and  the  payroll  expenses.  The  rest  of  it, 
most  of  it  v/ent  through  this  area. 

0.  Lot's  say  the  initial  $5,000,  v:hsn  it  was  dissipated 
to  pay  the  expenses,  Mr.  Lance  then  v/ould  issue  another  check? 
How  would  tliat  v;ork? 

A.    Well  we  kept  up  v;ith  it  and  v;han  it  would  shift  to 
a  debit  balance,  periodically  he  would  give  us  some  more  money, J 
not  too  often  as  you  v;ill  see,  but  ho  did  settle  all  of  those 
accounts  v^ith  us,  but  we  v;ere  keaning  a  running  total  at  all 
times,  keeping  up  with  it. 

Q.  Let  me  make  sure  v/e  tindarstand  — 

A.         If  you'll  notice  here,  these  eire  identified  in  the 
same  manner  tliat  she  carried  them  over  here. 
0.    The  documents  contain  — 
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fl.    By  receipt  number,  v/hich  is  what  she  called  them 
and  the  way  she  kept  up  with  It,  but  see  this  is  receipt  3, 
and  here  It  Is  where  it  was  charged  back  against  the  monies 
which  we  had  on  hand. 

Q.         Nw*  let  me  just  take  you  down  on  the  first  page  of 
Exhibit  2(a),  we  have  on  October  25,  1973,  there  is  a  charge 
relating  to  an  e:tpense,  a  labor  expense  and  then  there  is  a 
credit. 

A.    No,  that's  just  extending  the  credit  balance,  is  all 
that  is. 

Q.         Are  there,  in  this  Exhibit  2(a),  do  wa  see  further 
entries  for  the  additional  checks  coming? 

fl.    Yes,  ha  gave  us  some  otiier  money. 

Q.         Would  you  show  raa  the  next  item  reflecting  payment 
from  Mr.  Lance? 

A.    A3  I  told  you,  as  he  directed  in  his  letter,  we 
kept  up  with  all  this  and  then  he  settled  with  us  in  full  for 
the  total  negative  balance  on  tlis  first  of  February  of  this 
year. 

Q.  So  from  the  initial  deposit  by  Mr.  Lemce  of  $5,000 

on  October  23,  1973,  tlie  next  ssttlcmsiit  — 

fl.    The  ne::t  settlement  was  when  we  washed  it  out. 

Q.    Which  was  February,  1975. 

fl.    V/hich  is  the  V7ay  he  directed  us  to  do  it  in  the 
letter,  he  told  our  accountant  to  keep  up  —  to  audit  it  and  be 
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sure  everything  v;as  in  there  so  he  could  pay  it. 

ft    VSiat  is  the  rccison,  for  example,  not  billing  the 
Caapeiign  Fund  for  these  expenses  as  you  were  doing  on  the 
lease  of  the  plane  and  the  employment  of  various  personnel? 
A.    1  frankly  don't  knciv  exactly  v/Iiy  we  handled  it  in 
that  way,  we  v/ere  trying  to  go  by  what  our  original  agreements 
were   and  v;e  were  specifically  directed  vjhen  we  started  to  do 
tlia  payroll  and  the  airpleme  lease  and  some  other  expenses 
through  the  Campaign  Committee  and  ~ 
S    VJho  directed  this  method? 

A.    This  is  the  way,  as  best  1  remember,  that  we  decided 
at  that  Directors'  r-teeting  that  it  would  be  beat  handled. 

Q.         Wow  Exhibit  4 ,  we  have  copies  of  the  reiraburseir-ent 
checks . 

fl.    Attached  to  the  invoices  where  they  paid  us  back, 
ft    Would  you  explain  just  generally  how  —  v/hen  the 
reirobxirserient  check  v/as  received,  how  it  was  handled,  who 
received  it  and  hov;  it  was  procaased  tiirougfa  the  bank? 
h.         Tell  ma  again. 

ft    The  check,  if  this  is  accurate  —  the  Campaign  Fund 
would  receive  your  montlily  billing,  tlion  they  v/ould  dzsn   a 
check  on  their  account? 

A.    On  their  account  and  forward  it  to  us. 
ft    And  mail  it  to  tlie  bank? 
fl.    yes,  mail  it  to  ua. 
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Ci         Directed  to  anyone  in  particular? 

A.         My  secretary,  Ms.   Highfield,  handled  most  of  that. 

Q.         When  she  received  that  check,  what  would  she  do  vith 
it? 

K         In  some  Instances,   aa  I  told  you,  wa  had  charged  it 
through  the  accounts  receivable  v;hen-we  deerasd  it  necessary, 
because  of  reports  or  something,   and  in  other  instances  I 
think  vje  nada  it  directly  back  as  a  credit  to  oux  expense 
account. 

ft         I'fliafc  v«3uld  decide  which  way  to  handle  it? 

A,         As  best  I  remeraber,  Kr.   Shoi-ry,  we  did  not  transJrer 
anything  onto  the  accounts  receivable  ledger  except  for  tliose 
times  Vthen  v;s  v.'anted  the  ee.rninga   to  reflect  in  the  bank's 
reports.     Other  than   that,   I  believe  —  end  I'm  not  totally 
sure  about  tliis  —  but  I  beliavo  that  we  did  most  of  it  as 
a  raiiabvursenent  to  our  e::i?ense  account. 

Ci         For  example,  v/e'ra  talcing  the  first  bill  V7e  have  here, 
t!ie  first  reirabursement  check.      VJhon  the  banlc  received  the 
check  froM  the  Cainpaign  Fund  for  $15,000  — 


A.         It  W3nt  back  to  tile  oenaral  expense  accovmt. 

ft  So  th2  entries  v.-ould  be  raads  into,    for  exampla,    the 

expense  account  for  leaaing  of  equipiaent,   if  that's  — 

K         Yes,   they  v^ero  allocatsd  back  to  thDse  accounts-  thsy 
were  chargad   against. 

ft         Within  this  Exhibit  4,  wa  have  various  notations 
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itictde  on  the  dociunenta  here,  handv7rifcten  notations. 

fl.    That's  whore  lie.   Harrison  had  gone  back  for  me  and 
tried  to  show  rae  v;herB,  for  your  benefit,  so  I  could  tell  you 
where  most  of  thein  went. 

Q,         In  other  words,  I'm  looking  at  a  copy  of  a  check 
dated  December  27,  '73,  handwritten  on  here  is  "Credited  back 
to  original  expense  codes,"  — 

A.    You're  asking  me,  did  it  go  back  to  th^  accounts 
that  it  applied  to,  and  that's  what  ha  means  by  that  and  he 
did  that  on  the  31st  of  December. 

Q.         These  notations  that  were  made  on  hero  are  recent? 

fl.    Since  I  got  your  subpoena,  he  v/ent  back  and  tried  to 
differentiate  that  for  rue  as  I  aaked  him  to,  so  v/e  would  know 
how  we  handled  it. 

Q.         On  those,  for  ei:ainple,  here  is  a  copy  of  a  check 
February  4,  '74,  handwritten  on  here  — 

H         The  handv/ritten  part  has  been  put  on  there  for  my 
benefit  to  help  answer  your  questions  since  1  got  your 
subpoena,  as  have  these  copies  bssn  made  since  I  got  your 
sxibpoena,  but  the  bank  records  v;J.ll  reflect  that  and  that's 
v;here  he  got  the  information  co  note  that. 

Q.         What  I  v/as  wondsring  v;as  v;hether  when  the  reijnburse- 
ment  checks  were  received,  he  made  these  notations  so  that 
the  clerks  could  charge  the  appropriate  accounts?  The  reason 
I  say  that  is  bece.vse  when  Mr.  Newell  made  photocopies  —  or 
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the  bank  did  for  him  before  my  subpoena,  I  have  copies  with 
similar  type  writing  on  them. 

A.    I  can't  answer  tliat  no;/,  I  don't  know. 

Q,         You're  telling  ma  tliat  these  notations  v/ere  made  — 

fl.    Those  were  made  for  my  banefit. 

Q.         But  they  seemed  to  be  on  the  records  before  I  issued 
you  my  subpoena,  so  for  clarification,  I  v.'as  just  v/onderlng 
if  when  Mr.  Harrison  v/ould  receiva  the  check  relating  to  a 
particular  e:cpense,  he  would  then  direct  the  clerks  in  this 
manner,  by  writing  on  here  to  say  "Credit  the  appropriate 
expense  account." 

A.    fir.  Sherry,  I  don't  know  hov/  they  handled  tliat  now, 
I  did  not  check  into  tliat. 

&    Now  let  me  just  —  within  this  Exhibit  4,  there  S.a , 
for  example,  what  appears  to  be  a  document  prepsired  by  Calhoun 
Bank  —  I  wonder  if  you  would  explain  vrhafc  this  is. 

fl.    This  is  a  rental  for  aletter  printing  drum  that  went 
on  the  computer  which  the  Campaign  Corrjnittee  v/as  reimbursing 
us  for.  i\s  best  I  remember,  tliat  vms  tha  total  cost  of  it  o.. 
that. 

Q.         For  the  record,  inayba  you  v;ould  please  explain  the 
adjustments,  you  mentioned  the  accou:\ts  receivable,  you  were 
making  adjustments  at  statenent  time  to  tako  out  of  the  — ' 
A.    We  v/ere  trying  to  be  careful,  Ilr,  Sherry,  that  we 
didn't  understate  our  expenses  —  I  mean  our  earnings  because 
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of  this  and  at  tiraes  when  a  raporting  date  came  for  you 
people  or  for  the  stockholders,  in  most  instances,  and  I 
think  they  did  exactly  v;hat  they  asked  them  to,  they  may  have 
carried  the  outstanding  amount  into  the  accounts  receivable 
so  that  we  could  credit  back  to  the  expenses  right  then,  and 
then  when  we  received  the  check  in  three  or  four  days  or  five 
days  or  however  it  might  be,  we  went  back  to  the  accounts 
receivable  and  cancelled  it  out  v;ith  it.  Do  you  see?  We  were 
trying  to  carry  the  proper  —  v;e  weren't  wanting  to  overstate 
our  expenses  at  reporting  tiraes.  Noi7  at  tiraes  when  reports 
weren't  required,  we  would  wait  till  v;e  got  tlie  check  back 
to  go  back  and  credit  expenses,  tise  reimbursement  check.   But 
specifically  I  can  remember  us  doing  this  at  year  end  because 
it  was  vitally  important,  and  Hick  you  can  understand  that, 
that  that  be  done  at  that  time. 

0.  VJhen  bills  would  come  into  the  bank,  your  teetimony 
I  think  reflects,  that  lir.  Harrison  would  differentiate  those 
bills  relating  to  bank  expenses  and  those  bills  relating  to  — 

A.    When  they  vreri;;  intermingled,  yes. 

p.    V7as  there  any  verification  dona?  In  other  words, 
V7ould  inquiries  be  made  ox  Mr.  I.raics  or  others  v/hather  these 
are  valid? 

A.    They  v;ei-e  easily  recognizable,  Mr.  Sherry,  it  xvas 
not  difficult,  because  most  of  them  v;ere  signed  for  by  those 
employees  who  ware  involved  in  the  campaign  effort  and  tliey 
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wore  easily  i-ecognizable,    tliat  wasn't  difficulty. 

p.         I  wonder  if  you  v7ould  identify  for  me,   the  relation- 
ship between  the  list  of  Individuals  appearing  on  Calhovin 
Exhibit  8  and  the  bank,  whether  they  v/are  forniar  employees 
and  so  forth. 

A,         You  mean  whether  they're  still  in  our  employ  or  not? 
Q.         Whether  they  x-jose  employees  before  the  campaign  fund, 
whether  they  — 

A.         yn:.   Brown  v/as  an  eiiiployee  before  the  campaign,   he  is 
no  longer  er.iployed  by  us.      Mr.   Hugh  Kaiailton  is   still  employed 
by  us  and  has  been  for  a  goodly  nurabar  of  yearo,   Mr.    Harrison 
has  been  employed  by  us   for  a  goodly  nmnber  of  years.      I've 
already  testified  that  1  have.      lis.   Highfield  is  my  secretary 
and  she  v;as  the  keeper  of  this  lodger  and  she  kas  been  employed 
for  ma2iy  years.     Mrs.   Miller  has  been  GHiployed  by  us  for  nany 
years,   she  was  Mr.   Lsmoe's  secretary  at  tlie  time  he  weis  with 
tlie  b<2nk.      Dctli  V/alraven  is  one  of  the  young  ladies  who  is  in 
cur  secretarial  pool,    she's   ju£:t  become  a  mothar  and  she's  not 
\fiih  us  right  nov?  but  she  has  been  emj:  loved  with  us  a  good 
m-any  i.ear£.     tlr.   Ivr.rren  is  tho  pilot  v/ho  has  be^sn  xvith  us  some 
tiraa  before   tlio  cairpaigr.,   I  don't  roniejT±;er  exactly,  we've  had 
a  fairly  good  succession  of  pilots,   th.sy  don't  generally  stay 
around  very  long. 

Q.  Thsse  individuals   that  v/e  have  listed  here,   not 

including  Mr.   IJarren,   but  the  above  individuals   handled  the 
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records  relating  to  the  Campaign  Fund  at  the  bank,  is  that 
correct? 

fl.    To  the  best  of  my  knowledge  that  is  the  total  group 
of  us  that  might  have  had  —  I  tried  to  put  everyone  on  there 
that  might  have  had  some  connection  with  it.   I  thought  that 
was  what  you  were  asking  raa  for. 

Q.    In  our  —  for  example,  V7hen  the  bank  billed  the 
Campaign  Fund,  we  see  on  various  of  the  billings,  the  names 
of  individuals,  taking  for  example,  the  bill  of  February  28, 
1974,  Julie  Miller,  she  was  a  secreteiry? 


A.    She  was  t-lr.  Lance's  secretary,  she's  still  in  our 
employ. 

Q.         What  v;e  see  here,  is  that  her  salary  for  tiio  month? 

;i.    VJe  decided  and  agreed  that  vje  would  bill  half  of 
her  salary  to  the  Campaign  Fund  and  the  bank  would  retain  half 
of  it  because  she  still  X'^orked  more  than  half  of  her  time  for 
the  bank,  and  did  all  during  the  caiupaign. 

&    So  that  would  rsprenent  half? 

A.    I  think  it's  a  50-50  break. 

Q.    VJe  have  another  individual  namedGone  j^rown. 

H         He  was  v/oi-king  with  us  in  the  collection  department 
and  he  Vtforked  totally  for  the  caivioaign  and  wa  billed  totally 
for  his  total  salary,  it  was   reimbursed.   Tommy  Lewis  was  in 
our  trust  department  and  he  v7orked  totally  for  the  campaign 
and  we  billed  totally  for  that. 
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ft    How  were  these,  for  example.  Gene  Brown,  Tommy  Lewis, 
selected  to  work  for  the  campaign,  if  you  know? 

A.    I  don't  know  why  Mr.  Lance  picked  those  to  bo  folks 


that  he  wanted  to  work  witl^  him,  I  do  not,  no,  sir. 

ft    What  services,  if  you  can  recall,  were  these  gentle- 
men performing  for  the  Campaign  Fund?"" 

A.    Whatever  they  do,  that's  a  hard  question  to  ansv/er. 

ft    They  were  former  bank  employees? 

A.    Yes  they  were. 

ft    Then  they  went  and  did  the  work  of  a  campaign 
committee. 

ft,    VJerked  in  the  campaign,  yes. 

ft    They  v;ere  not  physically  In   the  bank  during  this 
period? 

A.    No,  except  for  Ms.  Miller,  V7ho  I  say  we  shui.ad  her 
salary. 

ft    What  tlie  bank  did  was  to  retain  these  people  on  the 
listing  in  order  to  maintain  their  — 

A.    Purely  to  lEtain  their  fringe  benefits,  yes. 

ft    And  when  the  bank  would  be  reimbursed  for  tlie  salaries 
and  benefits,  there  would  be  credits  then  — 

A.    Back  to  those  accounts. 

ft  IVhen   the  Ceimpaign  Committee  disbanded,   did  Mr.    Lewis 

and  Mr.    Brown  coma  back  and  work  v/ith  the  bank? 

A.         No,    they  did  not,    they  had  made  some  political 
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connections  and  they  are  both  still  politically  employed,  they 
found  a  better  opportunity  by  being  in  the  Campaign  Fund  I 
guess  or  in  the  campaign  process. 

Q.         For  example,  did  Mr.  Brown  and  Mr.  Lewis  —  were 
these  individuals  given  credit  cards  of  the  bank  to  use?  y 

K         Yes,  and  that's  what  in  part  of  those  bills. 

0.    Let's  take  the  first  set  of  bills  that  the  Campaign 
Fund  sent  to  the  —  excuse  me,  that  the  bank  sent  to  the 
Campaign  Committee  —  fr  November  of  '73,  there  is  a  total 
bill  of  $4,400,  October  19  we  have  a  bill  and  for  October  31 
we  have  a  bill.  Now  the  bank  was  reimbursed  on  these  three 
bills  by  a  check  December  27,  1973? 

fl.    Yes. 

Q.  During  the  interim  period  from  the  time  the  bank 

paid  the  bills  and  the  time  the  bank  vias   reimbursed,  did  the 
bank  receive  any  interest  payments  from  the  eampaign  Fund 
for  that  period  of  time  that  the  bank  was  without  its  funds? 
In  other  v/ords,  did  the  bank  receive  any  interest  payment 
for  the  use  —  for  the  period  of  time  its  funds  were  being 
used  to  pay  the  bills? 

fl.    In  some  instances  I  thi.nk  we  did,  in  some  w^^iay 
not  have. 


&  Would  that  be  reflected  in  some  record  that  we  have 
here  included  with  this  reimbursement  check  from  the  Campaign 
Fund,  there  is  an  interest  payment? 
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K         Mr.  Sherry,  I  would  have  to  looJt  through,  in  those 
instances  where  it  was  transferred  into  the  accounts  receivable 
Z  think  we  did  receive  some  interest.  In  the  cases  v;here  we 
were  carrying  it  in  this  book  and  just  in  an  open  status,  I 
don't  think  we  did. 

Q.         I'm  not  sure  I  quite  understand.  When  there  was  au 
entry  to  the  accounts  receivable  — 

A.    1   think  in  those  instances  tve  probably  collected  sosie 
interest,  but  in  those  instances  v;here  it's  in  here,  in  this 
journal  or  we  just  had  to  wait  a  month  until  they  paid  us  the 
reiiaburseiTient ,  1  dont  think  we   did. 

MR.  NEWELL:   The  entry  into  the  accounts  recaivaijle 
account  v/ould  contain  interest  built  into  it? 

THE  WITNESS:   I  think  that  triggers  an  interest 
gathering  process  and  I  thinlc  in  those  instances  v;e  may  have 
gotten  our  interest.   I  know  in  the  end  we  got  our  interest, 
in  the  questions  that  you  and  I  v/ere  talking  about  up  there,  I 
know  we  added  the  interest  to  thor.e  because  they  v;ere  on  there 
a  considerable  length  of  time  but  now  in  some  of  the  others  I'm 
not  sure,  I'd  have  to  go  back  and  audit  tliat,  I  don't  know. 
BY  KR.  S;iEi«Y: 
ft    V/ould  you  develop  for  aia  and  for  the  record  this 
latter  instance  v^here  you  did  rceceive  — 

fl.    This  is  the  anount  that  was  left  on  the  accounts 
receivable  that  myself  and  sorae  other  iner.ibers  emd  friends  — 
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members  of  the  Campaign  Committee,  which  I  was  not  a  member  of, 
and  friends  vrere  trying  to  collect  enough  in  contributions  to 
wipe  it  off.   Now  I-lr.  Lance  has  paid  that  ajnount,  it's  no 
longer  on  there,  but  we  were  whittling  away  at  it  and  we  were 
adding  interest  to  it  and  charging  interest  and  did  charge 
interest  on  it. 

Q.         I  think  v;hat  we're  talking  about  — 

A.    That's  that  $4,773  in  question. 

&    For  the  month  of  August,  the  bank  paid  the  campaign 
bills  ~ 

A.    vrnen  the  Campaign  Committee  disbanded  and  had  spent 
all  of  their  money,  wa  found  that  this  invoice  had  not  been 
paid.   I  directed  them  to  put  it  on  the  accounts  receivable 
until  such  time  as  interested  people,  of  which  I  was  one, 
could  get  enough  extra  donations  out  of  folks  to  wipe  it  off 


and  that's  what  we  v.'Gre  doing  at  tha  time  that  all  this  caina 


up.   Mr.  Lance  paid  this  —  has  since  paid  it,  it's  no  longer 


on  existence. 

Q.    Did  he  pay  it  by  a  single  chsclc? 

l\.         X   think  so,  a  personal  check,  1  believe  one  of  those 
things  you  wars  looking  at  reflected  the  date  it  was  paid,  I 
believe  it's  on  that  summary  of  the  accounts  receivable  there. 
Rick. 

^5R.  MEWELL:   That  v/ould  be  the  $5,100  entry? 

THE  WIT14RSS:   The  balance  is  interest  added  on  to  the 
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$4,700  plus  tha  collections  we  had  niade  had  been  credited  back 
to  interest  too,  we  had  miide  some  periodic  small  deposits  as 
you  can  see. 

BY  MK.  SHERRY: 
6    On  this  Calhoun  Exhibit  6,  which  —  tlie  third  page, 
the  recreation,  the  small  amounts  of  ehargas  — 

fl.    Are  service  charges  tlxat  we  charged  back  to  tliat, 
which  is  what  I  say,  v;hen  vna   get  It  into  there  I  think  we  were 
paid  for  the  funds.   Nov?  I  was  trying  to  be  totally  honest,  v/hen 
it  was  just  a  month  or  six  weeks,  sometimes  we  may  not  have 
gotten  any  interest,  but  once  it  got  on  here  I  know  we 
collected  some  interest  for  the  money  being  outstanding. 

Ql    So  in  otlier  v/ords,  August  31,  '74,  there's  a 
service  charge  of  $44.21,  that  charge  would  be  made  to  v;hat 
account? 

fl.    I'd  have  to  go  bacJc  and  ge  t  the  records  to  be  sure 
exactly. 

ft    V7ould  that  bs  one  of  the  tivo  — 

A.    Operating  accounts. 

0-  Of   tlie  Campaign  Fund? 

A.  Yes,    that's  '/;hat  I   say.   I'd  have   to  — 

Q.    So  the  entry  would  be  — 

a.  Reflected  on  there. 

ft    7?hese  are  Exhibit  5,  oke.y.   That  service  charge  would 
include  —  your  testiraony  is  includes  perhaps  an  allocation  for 
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interest  for  the  period  of  time? 

A.    I  believe  those  service  charges  are  applicable  to 
the  checking  account  charges. 

Ql    I'fhat  do  you  mean  by  service  charge,  what  is  it 
that  you're  charging? 

k.         I  thin]c  it  was  computed  in  our  noannal  manner  that 
we  compute  service  charges  on  all  checlcing  accounts  for  checks 
and  deposits  that  we  service.  The  Interest  is  a  different 
entry  which  I  don't  have,  it's  not  on  there,  it's  not  reflected 
on  there,  but  I  know  we  charged  interest  —  or  I  have  been  told 
that  we  charged  interest  on  tliose  portions  that  v/ent  onto  the 
accounts  receivable  ledger,  which  is  the  other  one. 

JIR.  NEWELL:  As  this  account  was  credited,  then  the 
deposit  account  v;qs  debited  for  the  service  charge? 

VMS  VJITMESS:   I  tliinJc  in  retrospect.  Rick,  I  haven't 
looked  at  this,  but  I  think  this  is  just  \vhere  Mr.  Harrison 
was  recapitulating  all  the  charges  that  had  been  charged 
against  those  accounts  over  there,  that's  what  it  looks  like 
to  rae  that  it  is. 

MR.  KEt-IELL:   It  would  have  nothing  to  do  basically 
with  this? 

THE  WITNESS:   I  don't  believe  so,  I  thought  so  v/hen 
I  got  here  but  looking  at  it  new  I  don't  believe  so. 

KR.  SHERRY:   I  i;ould  requast  —  to  me  it's  significant 
if  the  bank  did  receive  an  interest  payment  or  received  interest 
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for  tha  period  of  time  — 

THE  WITNESS:  We  have  received  eonie,  isir.  Sharry,  I 
don't  knoxi;  how  much,  1  can  go  back  and  find  out  and  I'd  be 
happy  to  coirtraunicata  to  you  by  letter  to  that  effect. 

MR.   SHERRY:  Thank  you,  I  vrould  appreciate  that. 
BY  MR.  SHERRY:  — 

ft    I  want  to  continue  v;ith  the  period  of  time ,  August, 
•74,  when  it  caina  to  the  bcnkfe  attention  that  tha  Caffipeign 
Fund  was  no  longer  in  existence  and  then  it  caiaa  to  your 
attention  that  there  were  no  monies  to  pay  —  reimburse  the 
bank? 

A.    That  is  correct. 
&    What  did  you  do  then? 

A.    1  directed  them   to  charge  tliat  back  to  the  accounts 
receivable  and  we  were  attempting  to  get  it  covered  by 
donations,  of  which  v/e  still  —  we  —  I'm  using  tha  "we's" 
mighty  —  the  Caiapaign  Committee  is  still  getting  some  donations, 

Q.         Did  the  Campaign  Conanittee's  accounts  —  did  tliay 
still  have  accounts  at  the  bank  in  August? 

A.    At  tiie  time  we  discovered  this,  those  accounts  I 
think  had  been  vjashed  cut,  vrhicli  v/as  in  February  —  you  see,  thLz 
is  v;hen  we  put  it  on  there. 

Q.         Nov;  pursuant  to  ocu.-  subpoena,  you  produced  copies 
of  the  two  accounts  of  the  campaign,  that  the  Campaign  Fund 
maintained  at  the  bank  — 
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A.    Those  are  not  copiej  now,  thos3  are  the  originals. 

Q.         Yeah,  originals,  checks  aind  statements.  V7ere  these 
accounts  maintained  at  the  bank  at  the  same  time? 

A.    Yes. 

Q.         Ttoat  was  the  purpose  of  the  accounts? 

A.    This  is  v;here  all  the  campaign  donations  flowed 
into  the  carapaign  and  v;here  they  paid  all  of  their  expenses 
out  of. 

0.    Do  you  know  why  there  were  two  accounts? 

A.    Ho  I  do  not. 

Qi    One  of  the  accounts  was  opened  under  the  name 
Bert  LancQ  Campaign  Coitimitteo,  that  was  in  April  of  '74  and 
the  other  account  was  opened  as  a  TBL  Operating  Account,  I 
don't  know  the  date  chat  that  account  v/as  opened  although 
I'm  sure  we  could  get  it  from  these  records.   What  is  —  did 
you  have  any  involvement  with  those  accounts? 

A.    No  I  did  not,  I  was  not  a  member  of  the  Campaign 
CommittsG  in  any  manner. 

Q.    Would  you  explain,  Mr.  Henderson,  for  me  what  you  — 
what  physically  was  done  once  xvhen  the  bank  reimbursed  it  would 
not  ba  reimbursad  on  the  $4,700,  did  you  charge  one  of  the 
accounts  of  the  Campaign  Cc:mTii  ttee? 

A.    No,  this  stateiaent  v;as  in  the  Atlanta  carapaign 
office,  the  statement  v;e  had  rendered  them.   VJhen  I  realized 
that  we   had  the  one  outstanding  that  v;e  had  not  been  paid  for   . 
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and  the  campaign  apparatus  had  stopped  is  when  I  directed  them 
to  put  this  money  on  our  accounts  receivable  so  that  wa  could 
put  it  back  properly  against  the  expense  accounts  and  collect  it 
This  is  the  last  stateraent  which  vje  rondared  to  them  for 
reimbursable  expenses  and  it  was  some  time  before  I  discovered 
that  this  one  had  not  been  paid,  and  at  the  tine  I  discovered 
it,  I  directed  them  to  put  it  back  on  the  books  of  the  bank 
and  credit  the  proper  expense  accounts  and  that's  what  v;e  did. 

Q.         And  then  you  started  accumulating  interest  on  that 
amount? 

fl.    Yes,  we  have  been  paid  interest  on  this  amount. 
Q.         What  was  the  percent? 

A.    That's  what  I  promised  to  v/rite  you,  I  don't  have 
that  figure  v/ith  me,  it's  the  difference  between  this  amount 
and  the  total  amount  that  was  paid,  we  might  could  figure  it 
out,  but  I'd  rather  go  back  and  get  it  out  of  the  original 
entries,  and  we  fully  intended  all  the  time  to  collect  the 
interest  on  ono  of  this  long  standing.  VJe  never  had  any  — 

Q.  Did  you  advise  Mr.  Lance  of  the  fact  that  the  bank 

had  not  been  rainibursed  for  final  expenses  in  August? 

A.    I  have  told  him  a±>out  it,  I  don't  recall  exactly 
when  it  was.   Ke  was  not  aware  of  it  until  1"  told  him  about  it. 

Q.         And  at  the  time  you  advised  him,  had  you  already 
charged  to  accounts  receivable  — 

fl.    I  told  him  I  had  put  it  in  accounts  receivable  and  I 
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told  him  I  was  trying  to  collect  enough  donations  to  retire  it, 
and  that  I  would. 

Ol    What  is  it  that  you  did  in  an  attempt  to  retire  that 
debt? 

A.         Well  in  the  process  of  a  political  campaign  a  lot 
of  people  get  to  be  good  beggars  and  they're  still  out  begging 
and  we  were  putting  those  checks  as  we  got  them  against  this 
amount. 

Q.    Did  you  ask  Hr.  Lance  whether  there  were  any  monies 
left  in  any  Campaign  Fund  accounts  at  other  banks,  if  there 
v;ere  any? 

fl.    No  Idid  not. 

Q.         Did  Mr.  Lance  ask  you  to  go  into  the  community? 
fl.    No  he  did  not,  I  told  him  voluntarily  that  I  was 
going  to  —  that  I  was  in  contact  with  his  fomier  fund  raisers 
and  we  v/ere  going  to  try  to  do  this. 

Q.         Was  Mr.  Lance,  to  your  knov;ledge ,  involved  at  all 
in  the  handling,  the  recordkeeping,  the  handling  of  th.^ce 
bills? 

A.    I  don't  believe  he  had  time,  I  think  he  was  an 
awfully  busy  fellow. 

p.    Really,  my  interest  questions  are  two,  you  have 
advised  that  on  the  final  billings  in  August  for  which  you 
didn't  obtain  reimburssnant  immsdiately,  that  interest 
started  to  — 
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A.    Has  been  paid,  we  intended  to  charge  that  all  the 
time.  Tlie  only  place,  as  I  told  you,  is  in  those  instances 
where  we  may  have  had  an  outstanding  invoice  for  four  to  five, 
siK  weeks,  v/e  may  not  have  charged  interest  on  it,  but  anything 
of  long  standing  I  believe  interest  has  been  paid.  Now  I'll 
have  to  get  my  other  record  to  reflect  that,  but  I  know  it  was 
on  this  one  because  Mr.  Harrison  told  ma  that  we  collected  the 
interest,  which  I  directed  him  to  do  on  this  oue. 

Q.         For  example,  I  guess  ny  question  on  interest  v/ould 
be,  let's  say  for  the  month  of  March  of  '74,  the  Calhoun  Bank  — 
excuse  me,  strike  that  reference  to  the  month  of  Marcli.   In 
the  month  of  February,  Calhoun  v/ould  pay  expenses  for  February 
of  the  Campaign  Fund  and  then  you  would  send  a  bill  to  the 
Campaign  Fund  and  then  the  Campaign  Fund  would  reimburse  you? 

fl.    Yes. 

0-    To  the  best  of  your  recollection,  for  this  period 
of  time  the  reimbursement  v/ould  just  be  that  aiaounit  on  the 
bill,  not  including  interest? 

A.    That's  correct. 

&    I  v/ould  just  like  to  better  understand  the  purpose, 
if  you  can  help  me,  of  thesa  two  accounts. 

K         I  told  you,  I  don't  know  the  answer  to  that,  it  was 
none  of  my  business  and  I  do  not  know  the  ansv/er. 

MR.  SHERRY:  VJhy  don't  v;e  talce  just  a  short  break 
and  let  me  think  about  v;hat  we've  talked  about  and  if  I  have 
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any  more  questions,  okay? 

(A  short  recess  was  taJcen.) 

MR.  SHERRY:   Back  on  the  record  after  a  short  recess. 

BY  IIR.  SHERRY: 

Q.         We  have  reviewed  the  accounts  —  the  tv/o  accounts 
that  we  subpoenaed  and  we  find  that  there  were  sizeible  over- 
drafts to  these  accoiints  v/hich  you  carried  on  for  a  period  of 
time.  Mere   you  aware  of  this? 

A.    Yes. 

Q.         That  there  v;ere  overdrafts  in  the  account  when  they 
occurred? 

R.         Yes . 

Ql    VJhat  arrangements  v;ere  made? 

A.    We  had  a  5100,000  certificate  of  deposit  and  I  was 
shov/n  a  guaranty  signed  personally  by  Mr.  Lance  to  tlie  Campaign 
Committee  where  he  was  guaranteeing  any  debts  that  the 
Campaign  Committee  incurred. 

Q.         Was  it  the  policy  of  the  bank  to  pay  checks  when 
an  account  v/as  in  an  overdraft  situation? 

A.    We  do  when  tliere  is  some  compensating  reason  to  do 
so,  such  as  further  monies  on cfeposifc  in  the  bank. 

0.    Was  there  a  $100,000  CD  in  tha  bank? 

A.    Yes,  in  Mr.  Lance's  name. 

p.    I  wonder  if  you  could  supply  me  v/itli  a  copy  of  that 
if  you  have  it? 
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A.    I  fchinJ:  I  can  find  it,  at  least  a  copy  —  it's  not 
there  anymore  I  acn't  think,  but  I  think  the  paid  one  1  can 
Ehcv/  you  a  copy  of,  yea,  I  boliove  I  can  do  tliat. 

Cl    For  example,  we  found  that  for  the  rei.mbursement 
checks,  that  in  fact  tliese  checks  were  being  v/ritten  —  the 
bank  was  being  reimbursed  purportedly,  except  the  check  was 
drawn  on  an  account  that  had  no  money  in  it,  was  in  an  over- 
draft status. 

A,    There  was  considerable  flcn^^  in  and  out  of  the  account 
in  the  form  of  donations  and  other  monies  that  went  in  and  out 
constantly. 

Q.         Was  the  bank  compensated  in  some  form  for  the  over- 
draft situations  by  the  Ccunpni^n  Fvmd? 

A.    We  charged  interest  on  the  overdraft  ef  ter  a  certain 
day,  when  we  started  doing  it  on  all  of  tl?a  overdraft  acoo".'»t««, 
I  don't  remeiTiber  when  that  was,  I'd  have  to  go  back  and  esta- 
blish tliat  too.   In  fact,  I'd  better  start  making  me  a  list  of 
v/hat  I'm  proTiising  to  give  to  you.   jTou  need  a  letter  about 
all  interest  collected,  right? 
MR.  SKERRY:   Uh-huil. 
h.  And  specifically  on  the  overdraft  account. 

MR.  SHERRY:   Yes, 
MR.  r•i^NGFOKD:   Ccpy  of  the  CD. 
A.    Is  there  anything  else  1  promised  to  furnish  you? 
MR.  SHERRY:   I  don't  believe  so. 
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A,    Okay. 

BY  MR.  SHERRY: 

ft    So  then  factually,  what  we  Bee  is  that  — 

X         Mr.  Sherry,  I  thinlc  this  is  what  most  of  these  are, 
they're  combinations  of  sojrvice  charge  and  interest  charges 
on  those  accounts  but  I'll  estciblish  that  and  remit  it  to  you 
in  a  letter  exactly  how  it  was. 

ft    Factually,  I'm  looking  at  a  statement  —  monthly 
statement  for  Account  Mtjmber  01033001  and  for  the  month  of 
February  —  for  a  period  of  time  from  February  17  through  — 
excuse  me,  January  17  through  February  15,  tliis  account  was 
in  an  overdrawn  status.  Checks  were  received  and  paid,  and 
you  were  aware  of  this? 

A.    Yes  I  was. 

ft    And  in  fact,  one  of  the  checks  roimbursing  the  bank 

for  its  payment  of  campaign  expensea  v/as  included  in  this, 

so  you  took  tliat  check  from  tliem  and  washed  outyourtEans- 

actions,  but  tliey  had  nothing  in  the  account  to  make  good  on 
V _- 


that  check. 

A.    I  wasn't  specifically  av/are  of  that,  I  was  aware  that 
ti-ic  overdraft  e::istGd  froa  time  to  time,  I  v/asn't  specifically 
aware  that  any  one  particular  check  was  increasing  the  over- 
draft. 

ft    "Was  tlie  Board  of  Directors  aware  of  this,  were  they 
presented  v;ith  a  list  of  overdraft  accounts  which  would  include 
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this  account,  were  they  aware  aiat  tliis  account  was  in  this 
status? 

A.    You  want  me  to  answer  that? 

MR.  LRNGFORD:   I  don't  know,  if  you  have  knowledge  of 
what  the  Board  of  Directors  might  ha   av/cure  of.   I  don't  know 
whether  you  could  be  aware  personally  of  xvhat  the  Board  of 
Directors  might  be  aware  of. 

MR.  SKEKRY:  Well  I  guess  in  tlie  material  presented 
to  the  Board  at  a  roguliir  ineecing,  would  there  be  a  report  on 
the  status  of  overdrav/n  acccunto? 

MR.  L.?^GFORD:   I  don't  knov;  specifically  what  he 
might  knov/  that  the  Directorc  wight  knew. 
BY  I'iR.  SimRRYx 
Q.         You  v;ere  on  the  Board  in  '73  and  '74? 
fl.    Yes  I  was. 

Q.  During  a  normal  Board  wee  ting  x\rould  you  discuss 

overdraft  accounts? 

A.    We  discussed  overdraft  accounts  that  we  considered  to 
be  troublesoiTiQ. 

Q.  Do  you  have  a  apeciric  recollection  of  discussing 

tlie  Caicpaign  Ccfiinittee  fund^? 
A.    Mo  I  do  not. 

6  Do  you  recall  if  there  vrare  requests  made  by  the  bar;; 
to  the  Cajnpuign  Coiuuittee  to  bring  its  accounts  out  of  overdra 
status? 
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fl.  Yes  there  tvere. 

0.  Were  these  oral  or  written? 

fl.  I  have  talked  to  the  Campaign  Comraittee  and  asked 
for  deposits  at  nvunerous  times. 

Ql  Did  they  respond  with  deposits  promptly 2 

A.  More  or  less. 

ft  Who  v;ould  you  talk  v;ith  at  the  Campaign  Cononittee? 

A.  Mr.  Tom  Mitchell. 


ft    And  Mr.  Mitchell  held  v/hat  position? 

A,    He  v/as  one  of  the  coordinators  who  was  more  involved 
in  the  financial  end  of  it. 

6    To  the  best  of  your  recollection  during  a  period  in 
•74,  for  example,  taking  January  of  '74  and  February  '74, 
would  it  be  an  unusual  —  xvould  it  be  unusual  for  the  bank  to 
allov;  an  account  to  maintain  an  overdraft  status  for  a  period 
of  a  month? 

A.    Yes,  it's  unusual  but  wa  have  been  pointed  out  by 
Mr.  Newell  and  others  that  we  are  fairly  liberal  in  our  over- 
draft policy  as  it  relates  to.  extensions  of  credit. 

0.    Even  witli  that   liberal  policy,  though,  to  the  best 
of  your  recollection  — 

X  If  you're  asking  ms  v/hothcr  I  liked  it  being  there, 

no,  and  v;e  had  made  demands  to  them  to  cover  it,  v/hich  it  was 
covered . 

Ql    For  the  record,  what  I  v/ould  plan  to  do  is  maintain 
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these  records  and  then  get  them  back  to  you  if  it's  all  right. 

A.    May  I  have  receipts  for  what  we've  left  here  that's 
original  records?  May  I  have  that? 

Q.         You  may,  yes. 

A,    Because,  for  instance,  as  I  told  Rick,  those  don't 
belong  to  the  bank,  tliey're  not  raine,^tliey're  Bomebody  else's 
and  I  would  hate  for  something  to  happen  to  them  after  they 
were  nice  enough  to  let  me  have  them. 

Q.         On  these  overdravm  —  the  fact  of  the  overdravm 
accounts,  your  testimony  is  that  you  were  aware  of  them  during 
that  period  that  they  were  overdrawn? 

fl.    Yes  I  was. 

Q.         And   that  you  did  raalce  demands  on  tlie  Campaign  Committee 

A.  Yes   I  did. 

Q.         To  make  deposits. 

A.    Deposits  were  f orthcor.iing ,  not  as  rapidly  maybe  as  I 
wanted,  but  tliey  v;erG  fortlicoming  and  v;a  wei.e  always  protected, 
it  never  exceeded  the  ejnount  of  monies  that  we  had  on  deposit 
and  I  had  full  knowledge  that  they  hud  a  guaranty  to  cover  it. 

Q.  In  other  words,  it  never  exceeded  $100,000? 

A.    Not  to  my  memory  it  didn't. 

ft    And  at  no  time  during  this  period  did  the  bank  not 
pay  any  checks? 

A.    Wo,  to  my  knowledge  v;g  never  refused  a  check. 

ft    I  should  —  by  reviewing  these  records,  if  service 
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charges  ware  made,  they  should  be  shovm  en  the  accounts,  is 
that  right? 

A.    And  I  think  tliis  is  —  1   think  you're  going  to  find 
this  is  icoatly  interest  charges  on  those  overdrafts,  but  you 
go  ahead  of  coxirse  as  you  are  welcome  to,  but  1  will  also 
try  to  develop  that  for  you  and  shot*  you  myself. 

I.1R.  SHSRRY:   I'd  appreciate  that. 

MR.  NK%'ELL:  Would  tliey  be  indicated  on  this  state- 
ment as  interest  cheurga  or  service  charges  with  a  memorandum 
code? 

THE  WITNESS:  OD  charge  1  believe  is  V7hat  we  call  it, 
while  you  had  that  one  open  I  v;as  trying  to  remember  and  I 
don't.  VJe  started  this  process  and  I  don't  remember  when,  I 
think  it  v;as  in  '73,  but  I'm  not  sure. 

BY  MR.  SHERRY: 
0    The  process  — 

h.         Of  charging  interest  on  overdrafts. 
Q.         You  might  make  a  note  and  tell  na  »7hen  that  did 
occur  that  you  started  tliat,  if  there  is  a  mamorandum  or  a 
Board  meeting. 

liR.  NEVELL:   I  think  on  this  pairticular  one  there  is 
a  page  missing.   This  is  page  1  and  I  think  page  2  ir.  not 
given . 

THE  WITJJESS:   Well  the  reason  I  did  this,  gentlemen, 
v/as  because  I  didn't  v:ant  to  have  to  go  back  and  photocopy 
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everything  we've  got  plus  the  fact  our  pliotocopy  has  been 
running  24  hours  a  day  here  lately  arivway.      X   could  be  on 
there.  Rick,  Idbn't  see  it,  or  it  may  be  that  this  is  before 
we  started  doing  that. 

MR.  NEl-JELL:  Would  they  be  Identified  on  here  with 
an  "SC"?  — 

THE  WITNESS:   I  think  they're  identified  —  I've 
forgotten  tlie  code  and  I'll  just  have  to  look  and  see,  I 
don't  remeirJser.   I  don't  believe  it's  "SC",  I  believe  we've 
got  a  different  coding  on  it,  but  I  don't  remerober  ex-ictly 
what  it  is. 

BY  MR.  SHERRY: 
Q.         That  charge  is  triggered  after  a  period  of  an 
overdraft  status? 

A.    It's  figured  on  tlie  monthly  balance  of  the  days  that 
there  is  an  overdraft  in  existence. 

Q.         There's  a  unifonn  rule  that  cays  if  after  a  30 
day  period  of  overdraft  status .  a  charge  is  then  — 

A.    Wo,  v;e  chart  it  daily  and  s.ccuraulate  it  in  the 
computer  and  then  v;a  make  the  charge  at  the  end  of  the  raonth 
or  we  ir.aJce  it  in  the  beginning  of  tlie  month  for  all  charges 
due  for  the  prace«2ing  month. 

Q.         And  a  notation  is  incide  on  each  account? 
A.    Tliere  is  a  coding  on  the   statement  and  frankly  I 
don't  remeinber  exactly  v.-hat  it  is  tind  I  don't  think  it's  on 
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our  legend  there  because  I  think  it  has  been  done  since  we  — 
since  those  statement  forms  were  printed,  but  I'll  determine 
that  and  I'll  write  you  and  show  you,  and  if  you're  going  to 
make  copies  of  those  you  can  —  I  think  you  ceui  find  it  back 
when  I  show  you  how  1  found  it. 

Q.  Okay.  To  the  best  of  your  recollection,  the 

Campaign  Committee  and  perhaps  Ilr.  Lance  broached  the  bank 
with  the  idea  of  the  bank  receiving  the  bills  and  paying 
certain  expenses  —  that  the  request  came  from  the  Campaign 
Committee  to  set  this  up  in  this  manner,  if  you  recall. 

A.    As  I  told  you  early  tliis  morning,  I  don't  really 
remember  tliose  conversations  that  well,  Mr.  Sherry. 

l-IR.  SHERRY:   Mr.  Langfcrd,  if  you  have  any  eireas  of 
questions  you'd  like  to  ask  Mr.  Henderson  to  cloar  up  any 
items  we  have  covered  — 

MR.  LANGFORD:   I  don't  have  any  at  all,  Mr.  Sherry. 

MR.  SHERRY:   Did  you  discuss  the  fact  you  were  going 
to  appear  here  V7ith  otiiers  —  Mr.  Lance? 

THE  WITNESS:   I-Ir.  Lance  knew  it  of  course,  Mr. 
Hamilton  knev;  it. 

MR.  SHERRY:   Did  you  discuss  EJtiyfching  substantative 
about  the  matter? 

THE  VJITflESS:   Mr.  Harrison  got  all  this  material 
together  for  me.   I  gave  him  a  copy  of  the  documents  you 
wanted  and  he  —  he's  av/ara  of  it. 
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MR.  SHERRY:   Did  you  discuss  with  I'ir.    Lance  at  all, 
to  refrash  your  recollection.,  the  facts  of  tliis  operation? 

THE  WITNESS:   Wo,  I  surely  didn't,  Mr.  Sherry,  we 
have  not  talked  about  that. 

MR.  L?U1GF0RD:   I'd  like  to  make  one  observation  as 
attorney  for  the  bank  and  of  course  rsPJ-'csentlng  Itr.  Henderson, 
that  when  he  notified  ma  and  shoxvad  me  the  subpoena  duces 
tecum,  that  since  that  time  relative  to  tliis   matter  I  suppose 
we  might  have  spent  ten  minutes  in  preparation  for  tliis,  as 
far  as  me  counseling  him.   My  advice  to  him,  and  his  wishes  in 
tlis  matter,  were  that  we  produce  every  record  that  the  bank 
possessed  and  that  v;e  be  total  cooperation  in  trying  to  disclose 
to  you  everything  that  has  been  known  and  there  has  been  no 
effort  or  any  counsel  made  to  try  in  sonie  v/ay  to  present 
something  other  than  the   total  trutli  about  v^hat  transpired. 

MR.  SKERRY:   If  at  any  time  I  do  vrant  to  bring  back 
Mr.  Henderson  or  I  wanted  to  pose  a  question  to  him,  I  v/ould 
contact  you,  Mr.  Langfora,  first. 

I  v;ant  you  to  understand  that  this  ±3  a  private 
investigation  just  to  ascertain  facts,  it  should  not  be  tal^en 
to  reflect  adversely  on  any  individual,  any  bank,  in  emy  manner. 
The  content  of  my  questions  should  not  be  taken  to  reflect 
adversely  on  anyone.   It's  a  non-public  inquiry,  the  results  of 
the  investigation  are  non-public.   Unless  and  until  in  action, 
if  any,  v/ould  develop,  I  v;ould  request  that  you  maintain 
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confidential  nature  of  our  discussions  and  certainly  follow 
counsel's  advice  in  that  regard. 

I  very  much  appreciate  your  openness  and  your  coopera- 
tion here  today  and  your  testimony. 

THE  VJITNESS:   I've  tried  to  tell  it  to  you  like  I 
remember  it,  the  best  I  could,  Mr.  Sherry,  certainly  we're  net 
going  to  go  around  telling  anybody  about  it.  \ 

MR.  SHERRY:  All  right,  it's  12:25,  we'll  close  the 
record . 

(VJhereupon,  the  investigation  was  concludGd  at  12:25  p.m. 
August  28,  1975.) 
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In  the  Matter  of: 
CALHOUN  FIRST  NATIONAL  BANK     : 


Witness:  Hugh  M.  Harailton 


noom  5110 

First  National  Bank  Tower 
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The  hearing  in  the  above-entitled  matter  convened 

for  investigation  at  2:00  p.m. 

PRESENT: 

On  behalcof  the  Comptroller  of  the  Currency: 

.JOHN  P.    SHERRY,    Esq. 

RICHiJRD  T.   NEWELL,   National  Bank  Examiner 
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L^2.S.^5.5.I.?i2.§. 

MR.  SHERRY:   On  tlie  record.   It  is  now  2:00  p.m. 
My  name  is  John  Sherry,  I  Sia   an  atton-.sy  v/ifcli  ths  Offica  of 
the  Comptroller  of  the  Currency. 

Let  the  record  reflect  that  present  at  this  time  is 
the  witness,  Mr.  Hugh  M.  Hamilton.   MT.  Hamilton  is  accompanied 
by  counsel,  Mr.  Langford.   Present  from  the  Office  of  the 
Comptroller  of  the  Currency  is  Mr.  Richard  Newell,  National  Bank 
Examiner. 

Vlhereupon , 

HUGH  M.  HAI-IILTON 
was  duly  sworn  and  upon  eiiamination  testified  as  follov/s: 
BY  MR.  SHERRY: 
Q.         Would  you  state  your  full  name  for  the  record  please? 
K         Hugh  Marion  Hamilton. 

Q.         Mr.  KaiTiilton,  this  is;  a  private  ir.viestigation  being 
conducted  hy   the  Office  of  tiio  Comptroller  of  the  Currency 
pursuant  to  a  letter  of  authcris;ation  given  by  the  Coniptrollar. 
I'll  just  let  you  look  at  this  tim^j.   Counsel  has  already  had 
an  opportunity  to  read  that. 
(Eriof  pause. ) 

MR.  SHERRY:   This  investigation  is  being  conducted 
to  determine  v/hether  there  have  been  violations  of  federal 
banking  laws,  rules  or  regulations  or  the  commission  of  unsafe 
and  unsound  banking  practices  and  the  investigation  may  indicate 
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violations  of  other  federal  statutes  other  than  those  within 
the  National  Banking  Act. 

Mr.  Hamilton,  you  may  refuse  to  answer  any  questions, 
the  answers  to  which  you  believe  may  tend  to  incriminate  you 
or  subject  you  to  fine,  penalty  or  forfeiture,  and  any 
answers  you  give  will  be  voluntary  answers.   Do  you  understand 
that? 

A.    Yes  I  do. 

Q.         You  may  be  represented  by  counsel  of  your  own 
choosing.   Are  you  represented  by  counsel? 
JL    Yes. 

MR.  ShERRY;  We  could  identify  counsel  for  tlie 
record. 

MR.  LANGFORD:   Jcunes  B.  Langford,  Attorney,  Calhoun, 
Georgia,  of  the  firm  of  Langford,  Pope  emd  Bailey,  P.  O.  Box 
277,  Calhoun,  Georgia  30701.   Telephone  404-62S-4497. 
BY  MR.  SHERRY: 
Q.  Mr.  Hamilton,  you're  free  to  consult  with  coujisel 

at  any  time.   If  for  any  reason  you  would  like  to  take  a 
brief  recess,  just  inform  xc.e  and   I'll  instruct  the  reporter 
accordingly. 

The  record  should  reflect  that  Mr.  Hamilton  is 
appearing  today  pursuant  to  a  subpoena  issued  August  7,  1975. 
Did  you  receive  a  copy  of  that  subpoena? 
A.    Yes. 
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0.    IThere  are  you  currently  employed,  Mr.  Hamilton? 

h.         Calhoun  First  National  BanJc,  Calhoun,  Georgia. 

0.    What  is  your  position  at  that  bank? 

/i.    I'm  Vice  President  and  also  manager  of  data  processing. 

0.    For  how  long  a  period  of  time  have  you  held  that  positic 

A.    By  that  title  since  May,  1974. 

Q.         Prior  to  tlay,  1974? 

R.  I  was  an  officer  for  some  of  that  time  —  vjell,  not 
officially  an  officer,  I  was  in  an  officer  capacity  but  I  was 
just  an  employee  of  the  bank  in  charge  of  the  data  processing 
department. 

Q.  For  how  long  a  period  have  you  been  employed  by  tlie 
bank? 

A.    Since  January  1,  1969. 

Oi    Sometime  in  1973  or  1974,  did  it  come  to  your 
attention  that  the  bank  was  paying  certain  expenses  of  the 
Bert  Lance  Campaign  for  the  Democratic  primary,  running  for 
Governor? 

h.         Yes . 

Q.         VJhat  do  you  know  cf  the  bc-Tik's  involvement  in  the 
payment   of  certain  campaign  expenses  of  Mr.  Lance? 
/    fl.    1  know  of  three  or  four  specific  things,  like  the 
EDP  Corporation,  scribe  printing  drum,  $350  a  month.   When 


this  was  negotiated  with  the  corporation,  they  wouldn't  bill 
the  campaign  directly  because  of  what  they  told  me  of  previous 
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problems  in  collocting  money  from  campaigns,  so  we  worked  out 
an  arrangeiftent  fco  bill  the  bank  diroctiy  and  I  would  pass 
along  the  aunount  of  that  money  to  the  campaign  and  they  would 
reimburse  the  bank. 

Q.  What  was  your  first  contact  with  any  Individual 
concerning  the  bank  paying  of  any  expenses  of  the  campaign 
fund?  I  guass  what  I'm  driving  at  is,  did  Mr.  Henderson  or 
someone  within  the  bank  discuss  with  you  the  fact  tliat  tlie 
bank  would  be  receiving  bills  that  were  the  obligations  of 
the  Lance  Campaign  and  that  the  bank  would  be  paying  these 
bills? 

A.    I  can't  recall  v;ho,  but  I  kncv/  I  had  heard  we  would 
be  receiving  bills  but  it  v;ould  be  our  responsibility  to  see 
that  the  same  bill  was  passed  along  to  the  Campaign  Committee 


and  our  bank  would  fa^.JSSAfjt^jj^^Q^- 

p.    You  mentioned  the  EDP  Corporation.   Wliat  v/as  yo.:r 
contact  with  them  concerning  tlie  campaign  expanses? 

A.    I'm  trying  to  think  of  the  name  of  the  individual  — 

Q.    Well  let's  start  first  of  all,  di.d  someone  come  to 
you  in  the  office,  someone  in  ths  bank  come  to  you  and  advise 
that  there  -A-as  a  need  of  the  Campaign  Fund  to  purchase  some 
type  of  product  for  use  of  the  Campaign  Fund? 

A.    It  was  someone  in  the  campaign  that  had  an  idea 
that  we  v; an ted  to  do  a  particular  project  and  there  was  a  need 
for  some  sort  of  a  computer  drvan  that  V70uld  do  this  job.   From 
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there  I  made  — 

ft  This  individual  came   to  you  with  this? 

fi.  With  the  idea  and  with  my  knowledge  of  —  that  there 
was  print  drums  available  to  do  v/hat  he  had  suggested,  we  v;ent 
from  there  to  contactUji^^g^g^gMon  that  leased  such  a  device. 

Qi  Did  you  discuss  this  with  anyone   in  the  bank,   Mr. 

Henderson  or  any  other  officer? 

A.  I  discussed  it  with  various  officers  of  tlie  bank. 

Ql  IVhat  v/as  the  substance  of  those  discussions,   what 

vjere  you  asking  them? 

fl.  I  was   just  more  or  less  telling   them  v;hat  v;e  had 

planned  to  do  for  the  campaign  in   this  regard  and  mentioned 

^^ -*— 

v/ho  we  were  getting  the  print  drum  from  and  that  —  v/hat  the 

cost  was  and  that  we  were  going  to  bill  the  charge  back  out 

to  the  campaign. 

Ql    Did  you  contact  tlie  Electronic  Data  Preparation 
Corporation? 

fl.    Yes  I  did. 

Q.    What  was  your  discussion  v;ith  them? 

A.    X  told  them  tliat  I  needed  a  scribe  printing  drum. 

0.    To  print  v/hat? 

A.    To  print  computerized  letters,  to  registered  voters. 


these  people  had  had  previous  experience  with  campaign^ work 
and  said  that  the  drum  that  1   v.'anted  v/ould  v;ork  very  well.   So 
I  ordered  it. 
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Ql    Did  the  bank  have  a  relationship  v/lth  this  company 
prior  to  this  time? 

fl.    No,  sir,  not  an  official  one,  no,   I  personally  knew 
of  the  company  because  they're  NCR  related  —  National  Cash 
Register  —  and  I  knew  of  the  company  and  the  people  in  that 
respect. 

Q.  I  wonder  if  you  would  develop  for  rae  your  diccussions 

with  thsm  on  the  billing  of  tliis  again? 

fl,    EDP  Corporation  told  ire  that  they  could  not  bill  the 
campaign  directly  because  in  the  past  they  had  had  problems 
in  campaigns  paying  their  bills  and  that  if  Iwanted  to  order 
this  device  that  they  would  have  to  bill  either  me  personally 
or  the  bcink  that  I  worked  for,  and  1  said  that'll  be  fine, 
I'd  rather  just  bill  the  bank.  A 
^  Did  you  discuss  this  v/ith  anyone  in  the  bank  before 
you  advised  the  company  that  they  could  bill  the  bank? 
A.    No,  not  that  I  recall. 

Q.  Prior  to  your  coiraaitting  or  advising  the  company 

that  it  v;ould  be  proper  for  them  to  bill  the  bank,  had  you 
been  authorized  by  anybody  in  the  bank  to  have  the   bill 
handled  in  this  manner? 

A.    I  had  been  "cold  that  any   expense  that  was  incurred 
by  our  banJc  that  related  to  the  campaign  matter  at  all,  that 
it  would  be  my  job  to  see  that  the  bank  v/as  reimbursed  cxnd  I'm 
an  officer  of  the  bank  and  2  negotiated  the  matter  with  the 
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company  myself  to  bill  the  bank  because  I  had  full  v;ell 
intentions  of  being  reimbursed. 

6    We've  previously  Identified  a  group  of  records  aa 
Calhoun  Exhibit  Number  4  and  what  they  —  what  is  included  in 
this  exhibit  is  a  copy  of  a  reimbursement  check  from  the 
Campaign  Fund  to  the  Calhoun  Bank  and  attached  thereto  are 
bills  that  the  bank  rendered  to  the  ca)«paign  fund.   I  want  to 
direct  your  attention,  Mr.  Hamilton,  to  a  bill  which  apparently 
v;as  sent  by  tha  Electronic  Data  Prepar^ition  Corporation  of 
Sarasota,  Florida,  directed  to  the  Calhoun  Bank  and  to  your 
attention. 

fl.    Right. 

0-    Do  you  recall  receiving  bills  such  as  this  from  this 
corporation? 

X         yes. 

a         i^oid  upon  the  receipt  of  a  bill,   v;hat  would  you  do 
vrith  it? 

A.  I  would  take   it  to  the  necessary  people  to  have 

this  bill  paid. 

(X  Who  v^ould   that  be  vjithir.   the  banic? 

I\.  The   E'ecrGtSjrY  vorking    for  —  vrell,    a.ll  of  our 


expense  checks  are  okayed  by  someone  in  the  bank,   sonie  other 
officer,    I  don't  repiember   taking  it  to  any  ptirticular  Individual, 
I   just   took   it  to  the  secretary's  desk  where   I  always   turn  my 
bills   in   to  be  paid. 
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10 
ft    Did  you  have  any  further  involvement  with  the 

payment  of  a  bill  thereafter? 

A.    Without  being  reimbursed? 

&    Yes. 

fl,  I  v;ould  malte  sure  that  \fhsn  our  bill  went  out  to 
the  Canipaign,  I  would  sit  do\m  v;ith  the  lady  that  prepared 
our  bill  that  wa  were  sending  to  the  campaign,  to  make  sure 
that  she  had  my  items  on  there  that  I  was  responsible  for, 

ft    Now,  i'lr.  Hamilton,  what  other  items  were  you 
involved  v;ith  concerning  campaign  expenses? 

A.    Bicef  (?)  Corporation,  we  had  some  disc  packs 
leased  from  that  company,  I  think  18,  and  we  would  get  a 
monthly  bill  from  '*^^'!L^j"'^"^,|^'^p"^^  P^y  ^''^^   bill. 

ft    Ivould  you  receive  tliat  bill? 

H         Yes,  they  would  ccme  to  me. 


ft    Bicef,  what  did  they  supply? 

A.    Bill  for  disc  packs,  which  is  what  you  record 
information  on  on  the  coitputer.   Wa  wore  leasing  18  of  tham 
for  the  cajiipaign'a  purpose. 

ft    Did  you  negotiate  the  lease  with  tliat  entity, 
Bicef? 

A.    Yes. 

Q.  Did  you  ask  them  to  bill  the  bank  for  tliis  expense? 


A.    Yes,  they  didn't  knov/  v;hat  the  —  it's  a  different 
situation  from  the  EDP  Corporation  —  Bicef,  I  just  leased 
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disc  packs  from,  they  never  asked  ma  what  they  were  for  or 
whatever . 

Q.         And  in  your  conversations  v/ith  them,  you  advised 
them  to  render  tho  bills  to  the  bank? 

fi.    A3  far  as  t-hey  Icnev;,  they  v/ere  used  by  our  bank. 

Q,  In  negotiating  that  arrangenient  with  Bicef ,  ware 

there  any  people  in  the  bank  you  discussed  that  with  before 
transacting  that  business?  In  other  words,  did  you  tell  Mr. 
Henderson,  or  tell  anyone  else  in  the  bank  that  you  were  going 
to  enter  into  this  arrangement? 

h.         It  was  the  same  situation  as  the  otlier  one,  I 
discussed  it  with  various  bank  ofJ:icers,  scrae  of  tliem  being 
senior  to  mo. 

(X    How  did  it  coRS  to  your  attention  that  the  bank  or 
the  Campaign  Fund  wanted  tills  type  of  a  product,  needed  it, 
did  they  coirje  to  you? 

/I.    I  had  talked  v;ith  various  people  in  the  campaign 
about  some  things  that  we  wanted  to  do,  they  wanted  to  do, 
some  of  them  involved  names  and  addresses.   It  took  some  disc 
packs  to  store  information  on, 

0.    Did  they  ask  you  to  negotiate  this  arrangement, 
they  being  whoever  it  was  at  the  Campaign  Eund? 

iU    They  assuiv.ed  that  since  I  was  the  data  processing 
area  that  J  would  take  care  of  that,  v/e  never  discussed  that 
from  an  individual  basis.   I  knew  that  I  had  to  have  some 
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storage  madia,  I  don't  guess  it  was  ever  even  montioned. 

Q.         Are  there  any  other  items  that  you  were  responsible 
for? 

A.    Other  supplies,  overtime  pay  if  any  of  my  people. 


you  know,  worked  some  —  like  my  people,  a  lot  of  thcan,  v;orked 
I  sometime  for  the  campaign,  they  worked  for  this  particular 
candidate  and  donated  some  time  of  their  o-.m,  but  I  had  some 
overtime  pay  that  I  thought  the  campaign  ought  to  pay  for.-^ 


&  And  you  would  put  tcgetlisr  this  information  or  you 
did  put  tliis  information  together  and  it  was  included  in  the 
bill  going  to  the  campaign? 

R,         As  far  as  I  recall  it  v/as,  yes. 

Ql    Were  there  any  other  supplies  that  you  negotiated 
for? 

A.    Paper  supplies  tliat  we  printed  the  reports  on, 
ribbons  —  computer  ribbons  tha^ffi^TffBW5?^!Se3 . 

Q.         Would  you  place  tlia  orders  for  these  products? 
a.    The  quantity  that  the  campaign  used  v/gs  of  a 
minimum  amount  and  in  the  normal  course  of  running  the  data 
processing  shop,  I  had  an  ample  supply  of  excess  paper  around 
there,  which  I  do  right  nov/,  you  knovx,  and  v/hatever  usage 
was  used  for  tlie  campaign  I  tried  to   keep  up  with  it  to  the 
best  of  my  ability  and  bill  it  back  out  to  them,  no  special 
ordering  of  paper  that  belonged  to  the  ban.'i  that  they  used. 
I  helped  the  campaign  get  some  special  forms  ordered.   I  think 
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one  time  the  bank  paid  that  and  vje  were  reimbursed  for  ifc. 

Q.         tiThan  your  employees  worked  overtime  for  tlia  corapaign, 
was  this  done  at  your  request? 

A.    No  —  well,  v/e  had  a  -job  to  do,  I  guess  that  could 
go  either  way,  they  Icnew  I  v/as  interested  in  getting  the 
project  conipLet^d  and  I  guess  they  felfc^like  I  probably  wanted 
them  to  since  I  was  their  supervisor. 
0,    Did  you  have  to  get  a  — 
A.    7.   guess  I'd  have  to  say  yes  on  that, 
p.    Did  you  have  to  obtain  authorization  froia  anyone 
V7ithin  the  bank  for  you  to  au<-iiorize  the  overtime? 

K         Wo,  I'm  a  departTii'snt  head,  that's  one  of  my 
functions. 

0.    Did  you  perfonaany  other  fuiictio.ns  within  tlie  bank 
for  the  —  for  or  related  to  the  Campaign  Conunittee? 
h.         Ke  personally? 
0.    Yeah. 

Pi.    I  worked  some  long  weeks,  I  worked  a  40  hour  week 
for  tlie  bank  during  that  time,  I  had  some  personal  time  that 
I  contributed  to  this  man's  campaign,  but  —  I  v/orked,  you  know, 
a  lot  of  nights  and  vjeakenris  and  this  type  of  thing  for  him, 
in  my  personal  life. 

Q.  V.'itliin  the  pravious^ly  identified  Calhoun  Exhibit 

Numbar  4 ,  there  is  a  copy  of  a  bill  f  }:oni  McGregor  Printing 
Corporation.   Do  you  have  a  recollection  of  dealing  v;ith  that 


325 


company  for  the  cawpaign? 

A,    Yes,  sir. 

ft    Viould  you  relate  to  ma  what  your  involvement  v;as 
hare? 

A.    This  was  some  letterhead  that  we  wanted  to  order 
for  use  in  the  ceiinpaign,  to  print  letters  with  the  system. 
I  ordered  these  fojOTs  through  a  paper  supplier  that  1  dealt 
with  a  lot  noriiially.  .  As  a  matter  of  fact,  there  were  t;vo 
times  that  v;e  bought  letterhaad,  the  first  tirae  the  bank  was 
billed,  I  think  this  is  tho   one  here,  around  $2,000  and  ws 
billed  it  back  to  the  campaign,  the  second  re-order,  tlie 
company  billed  the  campaign  directly. 

Q.  On  the  first  bill,  v/hich  has  a  date  of  January  11, 
'74,  did  you  in  your  conversation  with  tlie  McGregor  Printing 
Corporation  advise  them  to  render  this  bill  to  the  bank? 

A.    The  best  of  my  jcnov; ledge,  Uiis  gentleman,  the 
salesman  for  this  coippany  asked  me  x^here  it  should  be  billed, 
I  think  at  that  time  I  knew  1  v/as  having  tv;o  or  three  bills 
sent  to  us  normally,  I  knew  that  I  could  include  this  on 
their  normal  invoice  back  to  the  campaign.   Evidently  I  made 
a  decision  to  have  the  bank  pay  tliat  one  because  it  has  got 
nty  initialc  on  it.   There  was  a  subsequent  one  v/here  they 
paid  directly,  billed  directly  to  the  campaign. 

Q.    VJere  you  involved  in  ordering  that  second  order 
of  letterhead? 
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a.    Yes. 

0    ttjid  did  you  ank  the  McGregor  Printing  Corporation  to 
send  the  bill  to  the  Campaign  Committee  on  that  order? 

A.    T  thinlc  the  ssecond  order  wa??  a  lo^.  moro  money,  T 
can't  rememJjer  to  tell  you  the  truth,  tha  salnsmnn  €or  that 
company  wanted  to  know, who  he  should"bill,  evidently  I  told 
him  on  that  second  order  he  could  just  go  ahead  and  bill  the 
campagn,  1  can't  remember  the  conversation,  evidently  that's 
what  I  said, 

CX    With  respect  to  the  bank  receiving  those  bills,  do 
you  have  a  recollection  of  eitlier  Mr.  Ilendarson  orsoneone 
else  v;ithin  the  baxik   advising  you  that  tiiis'was  the  proper 
way  to  have  these  bills  m.^maged? 

l\.         No,  tliis  was  my  own  judgement.   I'll  say  again  that 
I  had  been  advised  that  any  expenditure  our  baiik  made,  it' 
would  be  my  obligation,  and  1  think  it  v;a3  in  a  group,  maybe 
at  one  time  they  —  I  remsirJoer  him  telling  a  lot  of  the  people 
officers,  that  wa  were  responsible  for  any  expense  the  bank 
incurred,  to  sea  that  v;e  were  reir^-bursed.   Since  I  was  running 
data  processing,  I  took  it  on  my  ovm  to  order  whatever  I  felt 
was  necessary  and  see  that  v/o  were  reimbursed  for  it, 

Q.  "Share's   a  bill  in  this  exhibit  4  dated  5-10-74,  sent 

by  Input  Services,  Inc. ,  Atlanta,  Georgia.   Do  you  have  a' 
recollection  of  transacting  business  v/ith  that  bank  relating 
to  campaign  expenses? 
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A.    Yes . 

Q.         VJliat  were  your  disciissions  and  what  did  that 
involve? 

fl.    Punching  some  names  and  addresses,  £  can't  remstuber 
particularly  what  file  it  v/as,  but  we  needed  to  have  a  list 
of  names  and  addresses  to  be  punched  into  punch  card  foncat 
and  I  made  arrangements  with  these  people  right  here  to  do 
this  job  for  me.   It's  an  Atlanta  based  company  and  —  send 
the  bill,  you  hnow,  to  the  bank. 

Q.         You  handled  the  rental  of  a  scribe? 
A.    Scribe. 

0.    Scribe  drum.   Nov;  when  the  —  when  it  was  no  longer 
needed,  this  d::u!a,  did  you  tendle  its  return  and  so  forth? 
A.    yes  T  did. 

Qi    There's  a  bill  in  the  Eidiibit  4  dated  7-19-74  from 
Data  Supplies,  Inc.,  Korcross,  Georgia.   Do  you  have  any 
involvement  in  that  natter? 

n.    Yes,  Data  Supplies  and  McGregoz',  the  previous  bill 
a  minute  ago  —  McGregor  does  the  printing  for  tliis  company. 
Data  Supplies,  and  1  negotitited  v/ith  the  saaie  salesman  to 
have  this  particular  job  done. 

Q.  There  is  a  receipt  in  hare  dated  July  16,  1974, 

"Received  from  Hugh  M.  Hamilton..."   I  wonder  if  you  could 
explain  what  that  relates  to? 

A.    Thct  v;as  a  particular  file  of  naoes  and  addresses 
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from  a  voter  registrar  tape  that  I  went  and  picked  up  and   paid 
for  personally  and  I'm  being  reimbursed  zayself ,  that's  the 
receipt  that  I  had  paid  the  $200. 

0.    Were  you  using  your  own  monies  at  this  time? 

fl.    Yes. 

Q.         And  then  tlie  bank  reimbursed  you? 

iL    I  can't  remember  if  the  ban!:  reimbursed  ma  —  X 
thinlc  the  campaign  —  I'm  quite  sure  the  campaign  reimbursed 
me  directly  for  that,  I  can't  recall  ever  putting  that  on  a  — 
one  of  the  bank's  bills  to  tlie  campaign - 

0.    This  receipt,  this  is  from  —  is  this  a  receipt  from 
Data  Supplies,  Inc.  to  you? 

A.    This  one  right  hsre? 

Qi    Yes. 

fi.    No,  tills  is  from  Cobb  County  Voter  Registrar's  Office, 
it's  not  related  to  this. 

0.    It's  not  related  to  the  Data  Supplies,  Inc.  bill? 

;u   No. 

Q.    Nov/  on  that  matter  v;ith  the  —  your  use  of  your 
ov/n  funds,  do  you  recall  at  i;ho3e  request  it  v;as  that  you  went 
out  and  made  this  purchase? 

A.    It  was  one  of  the  campnign  people,  I  v.'as  going  to 
Marietta  that  day  and  I  was  going  to  pick  this  up  while  I  was 
there,  it  v/as  more  or  less  a  favor,  you  know,  V/hile  I  was  on 
an  errand  to  just  stop  in  and  get  tliat. 
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0.    Attacbed  to  one  of  the  bills  that  the  banJi  rendered 
to  the  Campaign  Coinaiitteo,  are  some  hemdwirittsn  notes.   Do 
you  recognize  tliat? 

fi.    That's  ray  writing. 

Q.         VJhat  is  the  purpose  of  this  docuiaent? 

A.    This  is  where  I  tried  to  keep  up  'vith  the  expenses 
that  ray  department  had  incurred. 

Ql    On  behalf  of  the  cpjnpaign? 

A.    On  behalf  of  the  cakf.paign.   When  our  bank  would 
send  an  invoice  to  the  carapaign  I  v;ould  try  to  have  something 
prepared  for  the  secretary  to  type  from,  mine  is  not  too 
professional  looking  but  it  served  the  purpose. 

Ql    X-:c   have  a  bill  here  sent  to  the  campaign  ;!und 
dated  July  30,  '74,  does  that  bill  reflect  your  —  the 
supplies  received  in  your  office,  the  ooraputor  section? 

h.         Could  I  go  bc'.ck  and  look  at  my  hand'./riting? 

Ql    Sure . 

fl.    Uhera'a  the  $200,  like  I  said  I  didn'-c  recall,  I 
was  pretty  sure  1  didn't  include  chat  $200  but  evidently  I 
did.   Okay,  the  scribe  drum  is  evidently  not  on  here,  ir.ust 
be  another  invoice,  $300  that  v;a3  niarked  by  me  is  not  on 
here,  I 'ra  sure  she  had  another  one  of  these  invoices  from 
EDP  to  cover  that. 

0    Nov/  on  tliis  July  30,  '74  bill,  it  does  indicate 
on  here  that  tlie   bank  is  reguasting  to  bs  reiitibursed  for  your 
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$200.   Is  it  your  recollection  that  you  were  reimbursed  by  the 
Campaign  Fiind  aa  oppoocd  to  being  reimbursed  — 

A.    I  really  can't  recall  exactly  hot*  it  was,  evidently 
I  v/as  wrong  awhile  ago.  Like  I  said  then,  I  was  pretty  sure 
that  the  campaign  reimbursed  me  directly  but  I  can't  recall 
really,  evidently  the  bank  —  I  just^ca.n't  recall. 

6    Let  lae  show  you  another  bill  dated  August  29,  1974, 
and  ask  whether  you're  familiar  v/ith  tlie  naiaes  Eddie  Page 
and  Billy  Hamilton? 
fl.    Uli-huli . 

Q,    V7ho  are  these  people? 

A    This  is  a  boy  that  works  for  mo,  Eddie  Page,  Billy 
Hamilton  is  my  brother  and  Ricky  Cook  is  another  employee. 
Ol    Does  Bj.lly  Hamilton  v;ork  at  tho  bank? 
fl.    No. 

Q.         VJhat  dcas  this  relate  to,  this  particular  bill? 
P..         Computer  letters  that  '.ra  printed  on  the  letterhead 
where  x;e  had  an  invoice,  thane  felloTvs  right  here  tended  t.he 
computer  v/hile  tlie:;e  letters  printed  and  that's  the  pay  that 
thoy  rocGivnd  for  running  that  job. 

Q.  There  io  attached  tcD  that  .rnvcica  —  bill  —  some 

further  handv/ritten  notes.   Do  you  recognise  that  handv/riting? 
A.    Yes . 

0-    Did  you  prepars  this? 
A.    Uh-huh,  yes,  sir. 
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HR.  SHERRY:   Lot's  go  off  the  record. 
(Discussion  off  the  record.) 

MR.  LANGFORD:  Hugh,  to  your  knowledge,  did  your 
coinputer  department  furnish  any  supplies,  labor,  materials 
of  any  nature  for  which  it  was  not  reimbursed  subsequently 
by  the  Bert  Lance  Campaign? 

THE  I'iriTNESS:  No.   I  v/ould  like  to  add  to  that, 
that  what  knoii/ledge  I  have  of  the  canipaign  and  what  part  that 
we  played,  that  I  can  honestly  sny  that  I  tried  to  keep  up 
with  the  expenses  and  invoice  those  psople  £md  I  don't  think 
there  would  be  ten  cents  v/ortli  of  favor  that  the  campaign 
received  that  the  bcink  did  not  gat  roirabursed  for,  and  that's 
jny  honest  opinion. 

MR.  SHERRY:  I  appreciate  youx  coming  dcr.*n  today 
for  this  testiraony,   I  want  you  to  understand  that  this  is 
a  private  investigation  being  conducted  to  determine  whether 
there  have  been  violations  of  any  federal  bcinking  laws  or 
the  commission  of  ciny  unsound  —  iinsafe  or  unsound  ban-king 
practices.  Neither  the  existence  of  the  investigation  nor 
the  content  of  any  of  ray  questions  should  be  construed  to 
reflect  adversely  on  any  individual  or  any  co'sipcmy  cr  the 
bank.  We're  only  here  to  find  cut  factually  how  matters 
v;ere  handled  concerning  canripaign  ex-pcinses,   I  would  appreciate 
that  you  not  discuss  ycur  tefitinoi^y  v/ith  anyone  other  than 
counsel. 
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THE  WITNESS:   Ckav. 

MR.  SHERRY:   It's  now  2:40  p.m.  and  we'll  close  the 
record . 

(WiGraupon,  tha  investigation  vsac   concluded  at  2:40  p.m. 
on  August  2S,  1975.) 


333 


TRANSCRIPT   OF   PROCEEDINGS 


off:cc^  cp  the  conrTr»ci,T.E7.  of  tfi:  TuriSENC-- 


I::   tbr.   'iittor  of; 

C'V.iro-...)  ?lil'jr    NATIONAL  EA1« 


^.LtiCoSJ  T.   Eer'-i.a  1^  = 


Pi;?7r:'-i;   -:-.    1975 


f'a[ieE  ;   1   thvi  :■.! 


HOOVER  REPORTING  COMPANY,  INC. 

Official  RepoTUTs 

V^asbiogtoo,  D.  C 

i46-6666 


334 


OPPICS  OF  THE  COt-iPTRDLIiER  OF  THE  CURRENCY 


In  the  Matter  of: 
CALHOUN  FIRST  NATIONAL  BAUK 


Witness:   T.  Bertram  Lance 


Room  1510 

First  National  Bank  Tower 

Atlanta,  Georgia 

Friday,  August  29,  1975 

The  hearing  in  the  abova-entitled  matter  convened 

for  investigation  at  10:00  a.m. 


On  behalf  of  the  Coinptroller  of  tho  Currency: 


JOHN   P.    SHERRY,    Esg. 

RICHTURD  T.   NEv/EIiL,   National  Bank  Examiner 


On  behalf  of  the  V/itness: 

Mr.   Lance  appeared  in  his  ovm  behalf 


I 


335 


CONTENTS 
WITWESS ;  PAGE 

Thomas  Bertram  Lance,  Sr.  3 


336 


MR.  SHERRY:  V.'a'll  open  the  record,  it's  now  10:04 
a.m.  My  name  is  John  Sherry,  I'm  an  attorney  v/ith  the  Office 
of  the  Comptroller  of  the  Currency. 

Let  the  record  reflect  tliat  present  at  this  time 
is  Mr.  Bert  Lance,  witness  subpoenaed  for  this  morning,  and 
also  present  from  the  Office  of  the  Comptroller  of  the 
Currency  is  National  Bank.   Examiner  Richard  Nev/all. 
BY  MR.  SHERRY: 
Q.         Would  you  state  your  full  name,  Mr.  Lance? 
i    My  nsjiie  is  Thomas  Bertram  Lance,  Sr. 
Wliereupon, 

THOMAS  BERTRAM  LANCE,  SR. 
was  duly  sworn  and  upon  examination  testified  as  foll«*s: 

gi    This  is  a  private  investigation  being  conducted  by 
the  Office  of  the  Comptroller  of  the  Currency  pursuant  to  a 
letter  of  authorization  signed  by  the  Comptroller  dated 
July  16,  1975.   Let  me  show  that  to  you  at  this  time,  sir. 
(Brief  pause. ) 

The  investigation  is  being  conducted  to  determine 
whether  there  ha\'e  been  violations  of  any  laws,  rules  or 
regulations  as  promulgated  pursuant  to  the  National  Banking 
Act  and  to  determine  whether  there  has  been  the  commission 
of  any  vnsafe  or  unsound  banking  practices.   Further,  facts 
developed  during  the  investigation  may  constitute  or  indicate 
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violations  of  federal  statutes  other  tlian  the  BanJcing  Lawo 
or  Regulations, 

1  wish  to  advise  you  that  the  testimony  you  give  may 
be  used  against  you  in  any  federal  or  state  civil  or'  criminal 
or  administrative  proceeding  brought  by  this  or  any  other 
governmental  agency-  Do  you  understand  that? 

A.  I  understand  that. 

ft    You  may  refuse  to  ansvar   any  questions,  the  answers 
to  which  you  believe  may  tend  to  incriminate  you  or  subject 
you  to  fine,  penalty  or  forfeiture  and  any  answers  you  give 
v;ill  be  voluntary  answers.   Do  you  understand  tJiat? 

B.  I   uiiderstflnd. 

(1    I  notice  that  you  ere  not  represented  by  counsel  • 
today.   I  vant  to  advise  you  that  you  have  that  opportunity. 

P.  I  understand. 

(1    And  if  during  the  course  of  the  testimony,  you  feel 
that  you  vrould  prefer  to   consult  with  counsel  before  proceeding 
we  './ill  adjourn  and  let  you  seek  >he  advice  of  counsel.   All 
you  need  do  is  indicate  that  to  ma. 

A.    Than];  you. 

Q.  Is  it  your  choica  to  procev-^d  this  morning  without 

counsel? 

A.    I'm  ready  to  orocesa. 

0.    I.st  the  record  reflect  that  Mr.  Lance  is  appearing 
here  today  pursuant  to  a  subpoena  dated  August  7,  1975.   Did 
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you  receive  acopy  of  that  subpoena,  Mr.  Lance? 
A    Yes  1  did. 

ft    Would  you  state  please  for  the  record  your  current 
employment? 

A,    Current  employment  is  President  of  the  National 
Bfink  of  Georgia,  34  Peachtree  Street,  Atlanta,  Georgia. 

Q.         What  relationship  do  you  have  to  the  Calhoun  First 
National? 

fl.    I'm  Chairman  of  tlie  Board  of  Calhoun  Pirst  National 
Bank. 

Q.         VThen  did  you  become  President  of  the  National  Bank 
of  Georgia? 

h         January  22  I  believe  it  was  —  22  or  23,  of  1975. 
ft    Prior  to  that  did  you  have  any  relationship  with 
the  National  Bank  of  Georgia? 
fl.    No. 

ft    For  how  long  a  period  have  you  been  chairman  of 
the  Calhoun  First? 

A.    ST-Tice  I-lay  14,  1974. 
ft    And  prior  to  Kay  14? 
A    I  was  President. 
ft    For  what  period  of  time? 

A.    From  august,  19G3.   During  that  period  of  time  I 
also  served  as  Commissioner  of  the  Department  of  Transportation 
for  the  State  of  Geoigia  from  December  of  '70  until  March  of 
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•73. 

(X         Yon  vtern  a  candlcla*:«  for  a  polit.ioaJ.  office  in  19  — 

A.  '74,    that's  correct. 

Q.         Ifliat  was  that  office? 

A.    Governor  of  Georgia. 

fl.         Yo'j  were  ge^king  this  throijgh  tJie  Democratic  — 

A.    Democratic  primary. 

Q.         .\3  bast  you  can  recall,  vrhen  clid  a  Carapaign  Committee 
for  the  Bert  Lance  Campaign  organize? 

A.    r'm  not  cure  of  the  dates  v/htJn  the  Canpalgn  Conmittee 
wns  actually  organized,  1   v;ould  say  it  was  some  time  in  1973 
informally  in  the  sjim-mer  of  '73  and  formally  either  in  Inte 
•73or  early  '74,  I'ro   really  not  able  to  recall  the  date 
specif  ical.ly. 

0.         As  best  you  can  recall,  when  v;ere  the  first  dis- 
cussions regarding  having  the  Calhoun  5irst  pay  certain  expense' 
of  the  carapaign? 

\         "SJiose  discussionri  took  place  again  as  I  remember  in 
September  and  October  of  1973. 

Q.         \3   best  you  can  recall,  what  v/ere  the  substance  of 
those  discussicns?  What  xvaa  being  considered  during  that 
period  of  tiroe? 

A.    Well  the  rjubsi-.f.rico  of  those  conversations  relatec. 
to  the  fa^t  that  we  in  no  vJay  V7hatsoever  v/.:inted  any  probleris 
to  arise  from  any  expenditures  of  time,  money,  personnel,  servi- 
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or  anything  else  at  the  Calhoun  First  National  Bank  with 
regard  to  lay  candidacy  for  the  gubernatorial  position  in 
Georgia,  realizing  that  this  was  prior  to  my  becoming  an 
official  candidate,  which_^icl  noj:_happen  until  I-lay  15,  1974, 
at  which  time  I  qualified.   My  concern  was  that  in  no  way 
did  I  want  the  bank  to  be  involved  in^any  area  of  the 
campaign  except  in  looking  after  people  that  had  been 
employed  by  the  bank  previously  and  making  sura  that  any 
sort  of  fringe  benefit  programs  v;ould  continue  for  them,  but 
that  the  bank  would  ba  reimbursed  for  any  payment  in  that 
regard,  but  ttie  directors  v/ere  fully  knowledgeable  of  what 
the  circumstances  were,  that  this  v/as  going  to  be  paid  for 
by  the  Campaign  Committee  and  that  tlie  bazik  v/ould  keep 
records  so  that  there  wouldn't  be  any  question  about  it. 
This  was  the  type  discussions  that  v/e  had,  so  that  our 
intent  was  fully  known,  that  we  would  make  sure  that  any 
expenditure  of  money  or  anytliing  else  v/as  fully  reimbursed 
to  the  bank,  being  a  very  fine  line,  as  I'm  sure  you  can 
well  understand,  that  during  certain  times  I  could  also  be 
transacting  business  for  the  bank  as  well  as  involved  in  a 
political  situation.   It's  hard  to  separate  those,  it's 
hard  to  draw  a  distinction  about  when  you  talk  to  somebody 
about  a  situation  involving  the  bank  and  may  at  the  same  time 
be  recognized  as  a  possible  —  or  as  an  unannounced  candidate 
v/hich  you  are  until  you  are  officially  qualified.   I  think 
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that  was  a  fine  line  and  I  think  it  is  a  fins  line  and  I 

think  that  what  we  were  trying  to  do  tliroughout  was  to 

acknowledge  the  fact  that  that  fine  line  existed,  tliat  there 

was  no  v.'ay  whatsoever  that  there  VJas  any  attempt  to  cover  up 

anything,  to  have  tho  bank  expend  any  of  its  funds  whataoiiver 

for  any  political  purpose  without  it  being  reimbursed  fully. 

This  was  our  intent,  tliis  v?as  the  sum  and  substance  of  any 

conversation  that  we  had. 

Qi    V/as  it  discussed  tliat  in  fact  all  bills  and  other 

expenses  that  would  be  incurred  by  the  Campaign  Pxind  should  be 

paid  out  of  a  checking  acount  of  the  Campaign  Fvuid  and  not  to 

be  paid  by  the  bank  and  then   the  bank  being  reiiiibursed  by  the 

Campaign? 

P..         I'lTi  sure  that  there  was  some  of  both  •  actually 

because  of  the  circuiastances,  but  there  v/ere  salaries  that 

were  involved,  there  could  have  been  services  performed  for 

the  bank  and  not  for  the  campaign  by  seme  of  the  people,  so 

we  had  to  make  sure  that  anything  of  that  type  the  bank  was 

reimbursed.   There  was  no  way  that  I  could  get  the  campaign 

committee  —  or  that  it  could  be  recorded  or  kept  up  with, 

things  of  that  type,  so  there  hed  to  b?!  some  of  both  and  I 

_     j> 

assume  that  there  was  some  of  both. 


Q.         VJas  Jt  discussed  from  tJie  point  of  view  that  you 
would  not  involve  the  bani:  at  all?   In  other  words,  that  the 
financing  of  this  campaign  and  the  payment  of  expenses  would  ba 
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separate  and  apart  from  the  bank's  operation? 

A.    Well  I'm  sure  that  it  v/as  discussed  but  there  wasn't 
any  way  that  you  could  clearly  delineate  that. 

Ql    V?hy  is  that,  why  couldn't  that  be  separately 
delineated?  ^ 


A.    Vtell  I  just  don't  think  that  under  the  circumstances 
with  me  still  being  involved  in  the  bank  in  August  or 
September  or  October  or  November  or  December,  until  I  bscar.ie 
an  official  candidate,  there  v.-ere  certain  expenditures,  there 
were  certain  areas  that  the  bank  could  be  receiving  benefits 
from,  and  I'm  not  right  sure  that  that  didn't  happen.   In 
fact,  I  rather  imagine  that  it  did,  so  tliere  was  no  —  in  our 
mind  —  our  mind  being  the  people  that  were  involved  in 
trying  to  work  the  thing  out  —  v;e  went  into  it  I  think  in 
full  conversation,  full  discussion  because  of  this  very 
problem  right  here  that  we're  talking  about  today,  that  v;e 
wanted  to  make  sure  that  there  was  no  problem  in  that  area 
and  tliis  v/as  the  best  way  that  wa  could  come  up  with  that 
there  v;ouldn't  be  any  question  about  it,  that  it  would  all 
steind  above  board,  that  any  funds  or  anything  else  that  the 

bank  might  have  expended  vrauld  be  reimbursed  and  that  1  x^aa 

accepting  that  responsibility  to  maice  sure  that  it  watfC^ 

Q.    Was  it  understood  by  you  tliat  employees  of  the  bank 
though  v/orking  for  your  campaign  fund  would  be  using,  for 
example,  credit  cards  of  the  bank  to  pay  for  campaign  expenses 
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and  then  ths  campaign  fu.id  to  re.ijrburG.';  th-3  bc.rJc.   Was  this 
known  tc  you  and   sontoaplatod  in  tha   discussion? 

A.    1   don't  Jcnow  that  it  -.fas  ccntair^platad  at  all,  I'm 
:^ure  that  that  may  have  happened,  1  don't  have  any  knowledge 
of  that,  that  it  did  and  I  don't  think  that  it  did  duiring 
t!is  period  of  timo  that  I  v/as  an  official  candidate  and  I 
think  you  havo  to  pay  attention  to  the  fact  of  -ifhsix  T.   bacame 
an  official  candidate  for  Govornor  of  Ooorgia  and  that  \*as  on 
May  15,  ths  day  after  I  moved  to  ChairiTiaa  of  ths  Board  of: 
Calhoun  First  National  Banli  and  I  don't  Icnox*  of  anything  tliat 
was  involved  in  that  period  that  related  to  credit  Ccirds  or 


anything  else  J.nvolving  the  bank.   If  they  ;-K2re,  it  was  not 
with  iny  knowledge. 

g.    I  have  a  document  that  has  been  previously  identi- 
fied as  Calhoun  Exhibit  Number  1  dated  August  23,  1975  — 

A.     19757 

Q.  That's  the  date  the  exhibit  is  dated.   What  we  have 

here  are  four  pages  being  —  tlie  first  page  being  a  copy  of 
the  minutes  of  the  Board  of  Directors'  I'iaeting  October  22,  *73, 
a  msmorandum  to  officers  and  einployaas  bjr  lie.    lienderiion  on 
October  IS,  '73,  a  letter  from  ilr.  Rert  Lance  to  t-Ir.  Henderson 
dated  October  13,  '73  and  a  copy  of  n  Board  resolution. 

Let  me  ask  you  to  look  at  that  and  see  whether  you 
are  familiar  with  those  records. 

A.    Those  are  all  correct. 
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Ql    Your  letter  to  rir.  Henderson  reflects  that  you  are 
giving  him  $5,000  for  which  he  is  to  use  to  pay  expenses 
incurred  by  the  bank  and   to  be  incurred  by  the  bank  on  behalf 
of  the  Campaign  fund.  Now  vjhat  was  the  intent  —  your  intent 
in  paying  that  money  to  the  bank,  what  v/as  the  purpose  of  that 
money? 

A.    My  intent  in  that  v/as  to  make  very  clear  what  my 
intention  was  about  my  being  a  possible  political  candidate 
later  on,  and  again  I  didn't  want  any  possibility  arising 
of  our  not  having  handled  it  properly  and  as  I  have  already 
explained  to  you,  I  wanted  to  make  sure  that  it  was  easily 
understandaiDle  tliat  tliis  v/as  hard  to  separate,  it  was  hard 
to  separate  what  night  be  legitisiate  bcsik   use  of  my  time,  of 
ray  abilities,  of  my  knov; ledge,  as  opposed  to  what  might  be 
construed  as  political  use  during  tlia  ceunpaign.   I  did  not 
knov;  how  to  sapcirate  anything  that  might  have  been  expended 
or  anything  tliat  might  ba  expended  in  the  future  and  I  felt 
like  this  established  my  intent  as  an  individual.   Certainly 
the  reply  from  tlie  Board,  the  response  of  the  Board  indicated 
that  they  fully  understood  and  joined  in  that  intent,  that 
there  v/asn't  any  question  about  it.   V7e  realized  there  may  be 
circumstances,  there  may  be  situations  tliat  arise  during  tliis 
campaign  fcliat  could  be  chargeable  to  Bert  Lance  or  to  the 
Campaign  Committee,  and  I  v;  an  ted  it  clearly  understood  that 
I  was  accepting  that  responsibility,  that  it  was  on  the  line 
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and  that's  the  way  we  started  out  and  that's  the  v;ay  we  ended 
up  and  this  went  through  tlie  normal  channels  of  the  beink  and 
I  assume,  as  I  told  you  earlier,  that  those  things  were  handled 
in  the  proper  v;ay. 

Q.         Was  it  your  intent  -to  folio*./  —  to  have  the  bank 
once  they  had  dissipated  the  $5,000,  for  theia  to  come  to  yoa 
and  ask  you  for  more  money  to  cover  coming  in  G3:pen3es? 

k,         Oh  no,  on  v/hatever  basis  thoy  datenoined,  1   did  not 
try  to  involve  myself  in  making  any  determination  about  that, 
whether  they  would  handle  it  on  a  billing  immediately,  if 
sometliing  went  out  that  they  would  ran  to  somebody  and  say  here 
give  us  a  check ,  that  dldn '  t  appear  to  be  very  practical  I 
wouldn't  think  —  but  on  v/hatever  basis  they  mada  a  determina- 
tion that  they  would  handle  that,  then  that  was  the  way  that 
it  v;ould  be  handled  and  1  tliink  again  tlia'-.  this  was  the  full 
and  complete  knov;ledge  and  there  was  no  intent  —  no  design  — 
no  conspiracy  —  no  plan  to  do  anything  but  to  take  care  of 
whatever  was  proyerly  involved. 

Q.         Nov;  v/ith  respect  to  your  $5.000,  Mr.  Lance,  did  you 
realize  or  did  you  knov*  tli^t  the  banli  then  set  up  a  record, 
this  record  is  identified  as  Calhoun  Exhibit  Number  2(a)  dated 
8-2G-75,  wherein  chey  kept  the  record  of  expenses  that  they 
incurred  relative  to  the  campaign  and  for  which  they  were 
charging  the  $5,000. 

fl.    I  was  not  familiar  with  the  way  tliey  handled  it. 
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Oi    Were  you  advised  dviring  the  pericxi  of  the  campaign 
of  the  expenses  that  v;ere  being  incurred? 
A.    No  I  was  not. 


Q,         This  journal  would  reflect  that  as  of  February  4, 
'74,  your  $5,000  had  been  used  cuid  applied  to  expenses  and 
then  thereafter  the  bank  — ^jTroiii  February  4,  '74  through 
September  6,  '74  incurred  additional  expenses  on  behalf  of 
the  campaign^  Were  you  aware  that  during  that  period  the 
bank  was  incurring  these  expenses  but  yet  did  not  have  any 
monies  to  which  to  apply  — 

fl.    No,  because  I  don't  kncv;  tliat  those  weren't  for  bank 
services  during  tl^.at  period  of  time,  I  have  no  way  of  kno-.iii;^- 
that,  those  people  v;ere  employed  by  the  beink  and  I  assume 
they  v;ent  back  and  charged  everything  to  me,  from  the  looks 
of  what  it  cost  to  run  that  campaign  thay  found  a  few  extra 
things  they  may  have  thrown  in  there,  but  as  far  as  having 
ciny  knowledge  of  it,  I  did  not. 

Q.         The  final  expense  in  this  journal  charge  is  dated 
September  6,  '74  and  there  is  an  entry,  if  I  can  direct  your 
attention  to  this,  February  1,  '75,  the  indication  is  that 
Dert  Lance  refund  $9,259.07.   I  would  understand  that  from 
February  '74  to  September  '74  that  the  banJc  incurred  expenses 
in  the  amount  of  $9,259.07  on  behalf  of  tlie  campaign.   Now 
did  there  come  a  time  when   a  bill  or  a  voucher  or  some  contact 
v;as  made  v/ith  you  for  reimbursement  of  that? 
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A.  During  that  period  of   time  not  to  my  knowledge,    I 

assume  that  all  that  was  handled  through  the  Campaign  Committee 
and  that  they  had  no  contact  with  me  in  any  regard  whatsoever 
about  that.      I  don't  knov;  why  that    '75  date   appears  on  that 
because  to  the  beat  of  my  memory  whenever  1  wrote  them  a  check 
it  was  sometime  prior  to  February  of    '75,   1  can   look  at  my 
check  and  give  you  that  if  it's  important. 

MR.  SHERRY:  Yes,  I'd  appreciate  a  copy  of  your 
check  reimbursing  that.  tUiybs  v/e  could  make  a  note  of  it, 
for  expenses. 

t.  nut  I  held  no  ccntact  fro.T.  trie  nfcandpoirt  of  the 

bank  wihh  how  t.hay  v/nrn  hn.r.'jli.ng  it  other   hlian  what  v/a   ir^itially 
set  up  arid  vhat  7.   thought  3vJt';;?guc;-ntly  took  pic.ca  cJid  that 
vras  th?.t  cjiything  that  v-as  a  cnrnpaign  errpanr.o,  which  I   assume 
that  it  V7fis,    that  was  being  hand.lnd  by  ti..&  Cair.pc.ign  ConcpJ.ttee 
and  th&y  \vere  billing  tl-is  Crir.paign  Committee  and  that  was  being 
reimbursed,    and  I   don't  knov;  whs.thsr  thir.  has  anything  to  do 
witJ-*  tliut  or  noi,  whetJifjr   this  is  over  and  sbovo  v/hxit  say  have 
been  irrv-olvod  in  billH  to  the  Cairpaign  CcKiriittee _      I   gather 
from  what  ycu.  fiay  l.hat  it  may  l-.av«  been.,   I   ciKp.ly  don't  knov/. 

C  This;   rf;iribur!;*:ir.ant  of  this  ?9,0C0   gj-.ount,   did  the 

bank  or  jjonncnr:  within   ttie  hnnf:  bring   tJiis;  to  yr>\:r  attention? 
I  wondnr  if  ycu  ccaild  r;i.lr.te   that,  to  me. 

A.  I  belinve  T.ara-r  Ur.rrirsDn   —  I   said  I  want  to   find  out  ' 

if  everything  has  been  cleared  up  no;*,    I'm  trying  to  get  this 
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whole  thing  wrapped  up  end  put  to  bed  —  and  they  said  v;e 
have  a  bill  outstanding  and  I  said  what  is  it  and  they  told 
me  that  and  I  said  now  is  this  all,  does  tliis  v/ipe  the  slate 
clean,  does  this  v/ind  it  up  and  the  response  that  I  got  was 
that  it  did  and  that's  vheav  a-vt^gte  tlie  check. 

Q.         Who  is  fcamcir  Harrison? 

il    Lamar  Harrison  is  tlie  Controller  of  the  bank. 

0-    Mr.  lancG,  v/ere  you  aware  that  the  Ccunpaign 
Committee  established  two  checking  accounts  at  the  Calhoun 
First? 

fl.    VJell  wa  had  one  initially  that  I  was  aware  of  and 
then  subsequently  it  v/as  changed  to  the  Ccunpaign  Conunittee 
account  as  I  recall. 

Q.         One  account  was  opened  with  the  bank  and  then  a 
second  account? 

h.         I  assume  you  have  copies  of  those,  I'm  not  familiar 
with  the  dates  or  anything  of  that  type. 

&    These  original  checks  and  statements  relating  to 
the  two  campaign  accounts  have  been  previously  identified  as 
Calhoun  Exhibit  Number  5  dated  0-28-75.   The  first  account 
opened  was  entitled  the  D3L  —  TBL  Operating  Account,  tlie 
fix&fe— &tjjtement  reflects  that  the  account  was  opened  on  X>{ay  T 
10,  1973.  if  you  know,  what  v/as  the  purpose  of  the  TBL 

:ing  Account? 
A.         VJell  at  that  time  I  was  not  a  candidate  and  it  was 


349 


just  a  nomenclattire  thcit  the  group  decided  we  should  use  to 
make  sure  that  there  wasn't  any  co-mingling  of  fmids  or 
anything  of  that  type,  that  v;ould  keep  it  separata  from  any 
personal  business  that  I  raight  have.   I've  already  been  through 
the  Internal  Revenue  audits  as  a  result  of  the  campaign  I'm 
sure  and  so  1  wanted  to  make  sura  that  that  was  handled  in  a 
separate  fashion  so  there  wouldn't  be  any  question  cibout  it, 
it  v/ould  not  have  been  appropriate  to  have  a  Ccimpaign  Fund 
when  I  wasn't  even  a  candidate. 

(X  The  ^TBL  Operating  Account,  v/here  did  the  proceeds 
for  this  account  —  the  money  that  came  into  the  account  — 
come  from? 

A.         It  cama  from  contributions  of  individuals. 
Q.         Wot  your  personal  -- 

fl.    I'm  svxre  I  have  soma  personal  funds  involved  in  that 
also. 

0.    But  the  purpose  behind  setting  this  up  v/as  to  keep 
separate  and  apart  — 

A.    Anything  relative  to  the  campaign  so  it  would  b3 
easily  identifiable  and  my  funds  v/ent  into  it  as  well  as  what 
fev;  contributions  we  might  h'ava  gotten  at  that  particular  time. 

Q.  Now  who  v/ithin  the  Campaign  Committee  managed  this 
account? 

fl.    Betty  VJoodard,  who  is  Lhe  secretary  to  Phillip  Alston 


here  in  Atlanta,  an  attorney  in  the  firm  of  Alston,  Miller  & 
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Gaines.   They  handled  all  the  details  on  that  and  1  never  had 
anything  to  do  with  that,  I  couldn't  even  sign  on  it  as  far 
as  I  know. 

Q.         On  April  2,    1974,  a  second  account  was  opened, 
designated  the  Bert  Lance  Campaign  Committee.   What  was  the 
purpose  of  that  account?  _^ 

A.    The  purpose  o£  that  was  with  regard  to  the  Ethics 
legislation  that  had  been  passed  by  the  General  Assembly  of 
Georgia  in  that  particular  session  of  the  General  Assembly 
relating  to  campaign  contributions,  campaign  expenditures, 
v;hereby  the  law  tliat  was  passed  related  or  called  for  disclosure 
of  contributions  as  v/ell  as  of  expenses. 

Q.         Disclosure  to  the  Campaign  —  the  State  Campaign 
Committee? 

A.    To  the  Secretary  of  State. 

Q.         And  the  purpose  of  the  second  account  was? 

A.    To  take  over  that  function  at  that  time  in  accord- 
ance with  the  law  that  v/as  passed  in  that  session  of  the 
General  Assembly. 

Q.         Well  for  all  —  for  example,  were  all  contributions 
routed  into  the  Bert  Lance  Ccjnyaign  Coraulttee  Account? 

A.    As  far  as  I  knov;. 

Q.         Ivho  managed  that  account? 

A.    Betty  Woodard  and  Phillip  Alston  and  Larry  Ellis 


did  and  I  don't  really  know  what  date  the  TBL  account  may  have 
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been  closed  out,  not  that  it's  important,  but  I  never  have 
even  looked  at  it. 

Q.  But  the  need  for  the  TBL  Operating  Account  was  really 

superseded,  as  best  you  understand  it,  by  the  opening  of  this 
second  account? 
A.    Right. 

ft    Is  that  accurate? 
a.    That's  right. 

ft    We  have  a  previously  identified  exhibit,  Calhoun 
Nuaiber  4,  date  of  8-20-75,  what  this  exhibit  includes  are 
copies  of  checks  from  the  Campaign  Fund  to  the  Calhoun  Bank 
for  various  montiily  periods  —  or  covering  various  monthly 
periods  and  it's  a  reimbursement  to  the  Calhoun  B-inlt  for 
expenses  Calhoun  First  incurred  during  a  monthly  period  for 
the  Campaign  Fund.   Let  me  ask  you  to  look  at  these  records 
and  one  question  I  have  is  whether  you  have  ever  seen  these 
previously. 

K         No  I  have  not.   I  have  not  looked  tlirough  any  of  the 
Ctunpaign  records. 

ft    VJere  you  involved  during  the  coarse  of  the  campaign 
in  cuiy  manner  in  reviewing  the  expenses  rendered  to  the 
Campaign  Fund  by  the  bank? 
.1    No  I  waa  not. 

ft    Were  you  ever  acked  to  verify  that  these  were 
expenses  allocated  to  you? 
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n         No  I  was  not. 
Q.         As  a  campaign&r? 

fl.    Ho  I  v.'as  not.   I  didn't  have  any  reason  to  question 
that  sort  of  situation,  I  assume  tliat  they  —  if  tlisre  ware 
any  errors  made  tliat  it  would  be  errors  in  favor  of  tlie  bank 
and  that  v;a3  tha  way  that  it  ought  to  be,  and  as  a  result 
there  was  no  way  that  I  could  have  verified  any  of  that  anyv/ay. 

Q.         VJas  it  contemplated  cind  discussed  before  initially 
involving  the  bank  in  any  cajnpaign  expenses  that  the  bank 
would  render  a  monthly  statement  to  the  Campaign  Committee 
for  expenses  it  had  incurred? 

fl.    I'm  not  sure  that  there  was  ever  any  discussion  per 
se  about  it,  X'za   sure  that  maybe  it  v;as  alluded  to  that  tiiat 
would  be  tha  best  v;ay  to  handle  it  so  tliat  there  wouldn't  be 
any  overstatement  of  figures  relating  to  the  ban}:  such  as 
its  expense  accounts,  that  this  was  a  bookkeeping  entry  v/hereby 
if  they  carried  it  on  an  accounts  receiv^ible  basis  then  this 
vrauld  be  the  proper  \jay   to  handle  it,  and  I  asstime  that  the 
ban):  concurred  in  that  assumption.   Contemplation  is  a  big 
word,  it  covers  a  broad  range  of  thought,  so  I  would  say  that 
it  v;as  contemplated  that  it  v/ould  be  handled  in  the  best 
possible  manner  so  that  the  records  would  bo  clear  and  would 
speak  for  themsalves  as  to  what  the  circumstances  were  and 
it  appears  to  me  to  be  the  way  that  it  was  done. 

0-    Are  you  aware  during  the  period  of  the  campaign  tiiat 
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monthly  stateraants  were  being  sent  to  your  Campaign  Fund  — 
Campaign  Committee  —  by  the  banlc? 

A.    I  assume  that  they  ware,  I  had  no  reason  to  think 
otherv;ise.   I  would  think  that  the  banlc  v;ould  handle  it  in 
a  way  that  v/aa  timely  and  they  would  go  into  tha  regular  method 
of  paying  the  bills  of  the  campaign. 

&    One  expense  that  tlie  bank  incurred  and  we  see 
appearing  on  the  monthly  statements  involves  the  lease  of  an 
airplane. 


R.  Right. 

Q.    Did  the  bank  lease  tliis  airplane  or  have  this  air- 
plane  under  lea-so  before  the  campaign? 

A.    Yes,  long  before  the  campaign, 

Q.         Do  you  know  what  the  monchly  lease  payments  are  on 
that? 

fl.    From  the  standpoint  of  the  bank? 

Q.    Yeah,  what  the  contract  between  — 

K         No,  frankly  I  do  not.   I  thiiVic  it  was  something  less 
than  $1,000  but  I'm  really  not  sure  cibout  that. 

Q.  For  example,  the  statenent  we  have  dated  October,  197: 
Ehov;s  $1,000  as  being  an  expense  of  leasing  this  airplane.  Did 
you  use  this  airplane  in  your  car.ipaign? 

A.    Wall  again,  technically  we're  going  to  have  to 
determine  what  the  parameters  are  v/hen  you  say  campaign.   I 
did  not  use  that  airplane  while  I  was  a  qualified  candidate.  I 
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bought  another  airplane  I  believe  in  Januai-y  of  '75,  the 
bank's  money  was  not  used  during  the  campaign  as  auch,  the 
campaign  rcinging  from  May  15  until  August  13  —  I'm  not  being 
evasive  with  you,  all  I'm  trying  to  do  is  establish  when  you 
say  campaign,  are  we  talking  about  from  V7hen  to  when. 

Q.         Well  here  we  have  October,  1973  statement  that  was 
prepared  by  the  banlt  and  sent  to  the  Bert  Lance  Campaign  Fund 
and  on  that  statement  we  have  an  ejcpense  reflecting  tlia  leeise 
of  cin  airplane  for  the  month  of  August  and  a  lease  of  an 
airplane  for  the  month  of  Septera.ber,  for  each  month,  there  was 
a  $1,000  payment  cind  the  Campaign  Fund  is  being  asked  to 
reimburse  the  bank,  so  my  question  is  were  you  using  a  plane 
during  that  period. 

Pi.         Yes  I  was  using  a  plane,  but  some  of  that  may  have 
been  on  bank  business  and  I'm  sure  tliat  it  was  and  that's 
what  I  alluded  to  earlier  that  it's  awfully  difficult  to  try 
to  separate  something  like  that,  because  I  v;as  still 
performing  for  the  Calhoun  First  National  Bank,  and  I  think 
you  ought  to  understand  that  during  that  period  of  time  I 
»;as  still  trying  to  do  vjhatever  business  development  —  or 
v;hatever  otiier  aspect  that  related  to  the  bank  —  might  be 
involved.   So  sure  I  used  the  airplaiie  but  I  can't  allocate 
and  I  don't  think  anybody  elso  can  tlie  expenses  that  would  go 
to  the  campaign  and  the  expenses  that  would  legitimately  be 
for  the  bank  during  that  period  of  time,  and  that's  what  I 
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said  earlier,  if  there  was  an  error  made  ifc  was  made  in  favor 
of  the  bank,  in  my  opinion. 

Q,         But  during  these  months,  just  to  mako  sure  the  billing 
is  accurate  — 

P.         I  can't  relate  to  the  accurecy  of  the  billing  b^Ccvarc 
I  really  don't  know. 

ft    Well  what  we  have  here,  if  you  wanted  to  review  it 
you  certainly  may,  for  each  month  from  August  through  — 
August  '74  through  — 

P.    Wot  August '74, 

(V    August  '73  through  August  '74  — 

A.    A  bill  for  the  airplano? 

Q.         The  bank  is  seeking  reimbureement  from  the  Campaign 
Fund . 

A.    And  v;e  paid  it  I  asFUir.e. 

0    The  check  — 

P.,         The  bc'.nk  owec  ma  seme  money  then  becauso  I  didn't 
use  it  for  that  pvirposc. 

0    In  other  wcrda  -  yni]  fUr*  ""*"  "^,f^*^^^   plane? 

A.    Ho  T  did  not  .^nc^  if  ths  bank  hilled  me  for  $1,000 
during  that  period  of  time  theii  .T've  been  overcharged  and  the 
bank  has  received  monoy  that  it  is  not  entitled  to  and  I'm 
goinrj  to  check  on  that,-  you  better  believe.-  becr.use  you're 
telling  ne  something  <;hnt  T.   didn't  avert   kriov;,   Nov.'  I'm  sure 
again  —  I   say  sure,  I'm  somewhat  as  sure  as  you  can  be  v;hen 
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you're  out  traveling  like  I  was  traveling  eind  flying  as  much 
as  125  and  150  hours  a  montii  during  that  period  of  time  that 
the  airplane  may  have  been  used  —  that  particular  airplane 
may  have  been  used  in  some  phase,  but  certainly  not  to  the 
full  extent  and  I  doubt  that  it  v/aa  used  —  1  don't  .'rer-spbor 
it  being  used  because  v/e  used  the  (Queen  Airj 

Q.         There  was  another  airplane  that  you  v/ere  using? 

K         Definitely,  it  was  my  airplane. 

Q.  Is  it  possible,  or  do  you  have  a  specific  recollect- 

ion that  there  were  other  employecc  of  the  Campaign  Committee 
that  had  the  need  to  be  flov^n  and  tliat  tliey  were  using  that 
airplane? 

fl.    VJe  didn't  have  but  one  pilot,  it's  hard  for  one 
pilot  to  fly  tv/o  airplanes. 

0.    Who  was  the  pilot? 

R.         Vann  VJarren.   If  v;e  had  do-.ira  time  or  something 
I  'm  sure  the  airplane  may  have  been  used  and  X  'm  not  being 
hazy  on  purpose,  but  you  just  don't  remember  when  you  fly 
as  much  as  I  flew  over  Georgia  about  vv'hat  kind  of  airplane 
you're  using,  so  forth  and  so  on,  my  recollection  is  that  I 
made  vary  fev/  campaign  trips  in  t.'ie  Saneca,  v/hich  is  the  charg 
there,  very  few.   In  tact  I  don't  re'.nember  any  tiling  specific 
at  all.   If  anybody  else  vare   using  it,  I  don't  know  what  thej 
v7ould  have  been  doing,  becausa  via   simply  didn't  have  anybody 
to  fly  it  and  I  think  that's  —  this  again  refers  to  what  I 
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said  to  you  previously,  that  there  may  have  been  some  over- 
payments to  the  bank  that  may  be  in  tliere.   All  I'm  saying  is 
I  think  that  indicates  the  fact  that  nuniber  one,  v;e  were  trying 
to  make  sure  that  the  bank  got  v;hat  it  was  entitled  to. 

Let  me  just  ad^:you  this,  not  having  looked  through 
those,  is  there  a  charge  for  the  Seneca  all  the  way  through 
August  of  '74,  does  it  appear  on  the  last  statement? 

MR.  NEWELL:  There  should  be  an  invoice  on  each 
check,  November  'J^3  is  $1,000. 

TIIE  WITNESS:   You  said  it  went  all  the  way  through. 
BY  MR.  SHERRY: 
Q.  I  think  the  records  vill  shovj  that  it  v;a3  charged. 

A.  Wall  I'm  at  least  glad  to  know  tliat  —  and  I'm  not 
sure  that  that  airplane  wasn't  subsequently  leai.ed  to  jra.t-Xiii 
Builders  in  Calhoun  and  I  don't  even  knov/  when  that  started. 
They  may  have  been  getting  douJble  lease  on  it,  I'm  not  sure, 
but  we  can  check  that  if  you'd  like  to  knovj,  I'll  be  glad  to 
respond  to  that. 

Q.  The  reimbursement  checks  made  by  the  Campaign  Fund 

were  on  —  draxvn  on  this  TBL  Operating  Account  — 
MR.  &HERRY:   off  the  record. 

(Discussion  off  the  record.) 
MR.  SHERRY:   Back  on  tlie  record. 
BY  MR.  SHERRY: 
Q.         We  have  the  checks  of  the  TBL  Account  which  reflect 
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that  that  account  was  used  to  reiroburse  tlie  bank  from   Dsca.-nber  - 
for  expenses  incurred  by  tlie  bank  from  Dscenbar  through  March  — 
December,  '73  through  March,  '74  iind  tliereafter  the  Eert  Lance 
Campaign  Account  was  used  to  reimburse  the  bank.   The  sEatemants 
for  the  TBL  Account  reflect  that  beginning  January  8,  1974 
and  through  a  period  March  16,  1974  was  in  an  overdraft  status. 
VTere  you  aware  of  that  fact? 

A.    No,  not  directly  from  any  tiding  — 

Q.         Were  you  made  aware  of  that  at  any  time  during  that 
period,  this  v;ould  be  January,  '74  through  March  of  '74? 

L         Not  specifically  that  X  recall,  just  as  a  matter  of 
information,  during  tliat  period  of  time  1   suffered  a  ruptured 
disc  in  Decoirtber  of  '73  —  Decerabsr  20  to  be  exact  —  and  I 
did  not  go  to  bed  from  December  20  until  sometime  in  March, 
March  26.   I  couldn't  lie  dovm  because  of  the   pain  that  was 
involved  and  during  that  period  of  time  I  spent  a  great  deal 
of  time  in  south  Georgia  and  I  wan  not  in  the   bank  to  ajiy 
appreciable  extent  at  all,  and  if  I  v;as  made  aware  of  it 
directly  —  the  campaign  folks  that  had  been  operating  this 
account  handled  all  that  and  I  didn't  have  any  contact  with 
them. 

p.    Do  you  have  any  recollection  of  Mr.  Henderson  at 
the  Calhoun  First  or  other  eiriployees  at  that  bank  advising 
you  that  the  bank  v;aa  receiving  checks  during  this  i>eriod 
drawn  on  that  account  but  there  v/ere  insufficient  funds  in 
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the  account  but  they  were  still  paying  it? 

fl.    I  made  it  clear  to  them  I  think  that  —  at  some 
point  in  the  situation,  .T  don't  know  date-wise  when  it  may  have 
been  —  that  any  sort  of  overdraft  or  anytliing  else,  that  I 
had  enough  funds  in  my  personal  account  to  take  care  of  any 
sort  of  overdraft  and  tliat  that  certainly  waa  to  cover  It. 

Q.         Was  this  conveyed  orally  or  was  it  done  in  writing? 
A.    It  was  done  orally. 
0.         With  Wr„  Henderson? 

A.    VJith  Mr.  Henderson  and  I  really  don't  know  who  else, 
it  may  have  been  at  a  Board  raeeting  or  a  meeting  of  the 
Campaign  Committss  group,  you  know,  I  really  just  do  not 
recall  that  and  I  thinic  during  that  period  of  time  I  had  told 
him  tliat  I  had  a  CO   for  some  amount  and  I  don't  even  remember 
the  amount,  $100,000  or  $110,000.-  that  I  was  leaving  there  in 
the  bank  and  if  it  v;ere  necessary  that  would  cover  anything 
that  might  come  about.   My  nsok  vj-zs   on  the  line  for  the 
expenditures  of  the  caiTipaign  nnd  I  v/as  not  iji  a  position  where 
I  could  stay  info'-Tued  about  it. 

Qi    Did  you  execute  a  guaranty  to  any  expense? 

A.    Yes  I  did. 

Q.  Is  tfiat  a  written  docum-ant? 

a.    Yes,  it's  written,  as  I  did  for  other  banks. 

Q.  I   v.-ould  like  to  get  a  copy  — 

A.    1  assume  they  have  a  copy  of  it.   I  executed  several 
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guarantees. 

ft    You  mentioned  that  you  had  a  certificate  of  deposit 
at  the  Calhoun  First,  v/as  that  purchased  prior  to  the 
campaign  or  purchased  as  a  guareuity  against  campaign  expenses? 

h.         Oh  no,  those  were  just  my  personal  funds  that  were 
on  deposit  there. 

&    Was  that  before,  let's  say,  October  '73,  that  that 
deposit  was  taken  out? 

A.    Frankly  I  don't  remember  the  dates. 

Q.         Was  there  any  understanding  that  that  $100,000 
certificate  of  deposit  v/ould  serve  a3  n  guarantee  record  of 
any  unreimbursed  expenses? 

A.    Or  anything  else  I  had  would  serve  as  a  guarantee 
of  any  unreimbursed  expenses.   That  was  the  intent  through 
tills  v;hole  thing,  that  anything  that  I  might  be  possessed  of 
would  ser\'e  as  a  guarantee  and  I  think  that  was  made  very 
clear. 

0.    Is  there  any  record  —  perhaps  the  guaranty  that 
we  mentioned  here,  does  that  refer  to  that  CD  in  any  way,  is 
there  a  record  referring  to  — 

A.    I  don't  knov/  that  it  rarers  to  it  at  all,  I  would 
think  it  was  a  staiid':ird  guaranty. 

Oi  You  mentioned  the  fact  that  there  was  a  second 
account  opened  at  the  Calhoun  First,  Bert  Lance  Campaign 
Committee  account.   A  review  of  the  statements  —  morlthly 
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Qtatemerts  will  indicate  that  becfinning  May  16,  1975  —  excuse 
me,  May  16,  1974,  and  continuing  until  June  29,  1974,  that 
that  account  was  in  an  ovordraf t  status .  Were  you  aware  of 
that  during  this  period  of  tiina? 

fl.  That's  really  hard  to  answer  because  again,  I'm 
sure  that  1  v/as  at  least  aware  that  the  raoney  may  not  have 
been  coming  into  the  campaign  fund  like  we  thought  that  it 
would,  but  I  x-^as  also  av;are  that  my  guea-e-Jity  was  there  and 
the  CD  was  there,  so  if  I  had  any  concern  about  it,  it  was 
sublimated  to  a  lesser  degree  because  of  the  circumstances, 

0.    But  were  you  made  aweire  of  any  particular  demands 
made  on  the  campaign  fund  —  Campaign  Comniittee? 

A.    The  Campaign  Coriimittee  v/as  locking  after  that  and 
the  Campaign  Committee  was  v;ell  aware  of  the  way  that  \^e   had 
planned  to  finance  the  campaign,  related  to  my  guarantees, 
if  they  couldn't  raise  the  raoney  necessary  to  run  tlii  caiiiyaign, 
and  they  looked  after  it.   I  did  not  get  involved  in  the 
financial  aspects  of  it  other  than  to  relate  tc  my  guaranty. 

Q.  The  monthly  statements  further  reflect  that  beginning 

August  9 ,  1974  an  overdraft  status  began  in  the  ?3ert  Lance 
Campaign  Committee  Account  and  this  continued  until  December 
10,  1974. 


A.    And  that  caused  rue  a  great  deal  of  concern  because 
I  was  aware  of  it  after  tJie  campaign  and  this  v/as  a  fact  that 
I  v/anted  to  make  sure  again  that  we  didn't  run  afoul  of  any 
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other  problems  relating  to  any  taxable  circumstances  with  ma 
personally.   The  Campaign  Committee  felt  like  they  could  still 
raise  the  necessary  money  to  further  cover  all  expenditures 
and  that  I  did  not  v/ant  to  have  to  come  up  V7ith  tliat  sum  of 
money,  and  subsequently  be  in  the  position  of  being  reimbursed 
by  the  campaign  fund.  So  the  decision  was  that  we  v;ould 
continue  until  we  could  moke  soma  sort  of  determination  about 
whether  or  not  tliose  contributions  were  going  to  be  raised, 
and  it's  extremely  difficult  for  a  beat  candidate  to  raise 
campaign  contributions,  but  the  concern  was  by  the  Committee 
and  by  me  naturally,  that  this  be  given  some  time  to  saa  i; 
the  circumstances  v;ere  going  to  develop  in  a  way  that  it 
could  be  covered. 

Q.         VJhan  did  you  first  become  awnro  of  the  second 
overdraft? 

l\,  '£   guess  the  sum  and  substance  of  it  sometime  in 

September  after  I  got  back  from  taking  ten  days  off  trying  to 
get  over  and  trying  to  get  some  sleep. 

0.    Did  you  then  have  discussions  with  the  bank? 

/).    Had  discussions  —  v/ell,  again,  it's  hard  to 
separate  the  bank  c.nd  me  and  everybody  else  as  you  v;ell 
understand.   Sere,  we   had  discussions  about  it  and  it 
concerned  me  a  great  deal  because  I  wanted  to  get  it  cleared 
up. 

0.    Was  the  bank  asked  to  continue  to  pay  checks  as 
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received  though  the  account  did  not  have  funds  in  It? 

fl,    I  can't  answer  that  because  I  don't  know  —  the  banlc 
was  not  asked  to  do  it  by  me,  tliis  still  was  being  handled 
and  I  assumed  that  these  things  were  being  cleared  up. 

Q.         Were  you  present  when  anybody  raade  that  request  of 
the  bank? 

A.    I  assume  that  the  request  was  made  when  the  check 
came  in. 

&    Were  you  present  at  any  meeting  or  discussions  where 
—  involving  this  overdraft  status  that  interest  would  be 
charged? 

A.    I  assumed  that  interest  v/as  being  cliarged  on  anything 
that  related  to  the  campaign  and  I  assume  it  v/as  charged  on 
that  as  well  as  on  anything  else  that  v/as  involved. 

0.    Do  you  have  any  direct  knowledge  tliat  it  was? 

H         No  I  do  not,  1  have  not  checked,  I  assumed  it  v/as 
handled  like  anything  els3  and  vras  charged. 

Did  you,  in  December  of  '74,  the  overdraft  was 


$152,101.29  atld  an  equivalent  amount  v;as  deposited  at  that 
time.   Were  these  your  personal  funds? 

A.    -My  personal  funds  that  v;ent  into  the  reimbursement, 
or  the  covering  of  the  overdraft. 

g.    Do  you  know  or  can  you  explain  why  the  overdraft 
v;as  not  cleared  up  before  Decenibsr? 

A.    1  just  attempted  to  explain  it  to  you  a  minute  ago 
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from  the  standpoint  that  it  wao  tlie  feeling  of  the  group  that 
hopefully  enough  contributions  might  come  in  so  that  there 
wouldn't  be  any  question  eibout  a  co-mingling  of  my  personal 
funds  as  related  to  the  account  itself,  and  wa   v;ould  wait  a 
reasonable  length  of  time  to  see  V7hat  happened,  all  the  time 
my  being  liable  for  any  shortage. 

Qi    Ultimately  in  December  of  '74,  you  did  make  — 
pay  a  check  to  the  banJ;  to  clear  up  tlie  overdraft. 

n.    That's  right. 

Q.         Why  did  it  occur  at  that  time,  v/hat  were  the 
discussions? 

A.    Well  1  don't  know  that  there  were  any  discussions 
about  it,  it  caused  me  great  concern  about  the  situation  and 
I  guess  —  you  talk  about  biting  the  bullet,  I  gussa  I 
concluded  that  we  weren't  going  to  havs  any  successful  fund 
raising  ciunpaigns  or  anything  of  that  type  and  that  I  would 
go  ahead  and  get  it  cleared  up  and  there  was  no  need  to  delay 
it  any  further  and  1  didn't  v;ant  to  be  v/orried  with  it  and 
bothered  with  it,  I  was  bothered  v:itla  it,  as  you  can  well 
imagine,  I  v/as  concerned  with  it,  it  caused  me  a  great  deal 
of  distress  and  trau-Tia,  but  tliere  wasn't  anything  —  that  was 
after  the  fact,  and  that's  the  reason  for  it  and  that's  the 
V7ay  it  was  handled.   Again,  I  think  that  that  v/as  —  again, 
not  being  awaxe  that  there  v/as  any  violation  of  any  type 
because  the  bank  could  lend  the  campaign  —  to  Campaign 
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Conunittees  or  anything  elfje. 

Q.         This  account  was  not  put  on  a  loan  status  however. 

ft.    Oh  no,  it  v^as  handled  on  that  basis,  and  again,  I 
guess  hope  springs  eternal,  but  the  hope  was  that  somebody 
was  going  to  come  along  and  make  the  necessary  contributions 
to  get  tlie  job  done.   It  v/as  not  handled  properly  from  that 
standpoint,  the  —  campaign-wise  or  othsr\'/ise. 

Q.  Were  you  av/are  in  August  of  '74  that  the  bank  had 

paid  expenses  of  the  campaign  for  fcha  month  of  August  and  had 
sent  a  statercsnt  to  the  Cai^paign  Fund  for  reimbursement  and 
they  were  not  reimbursed  for  those  ajcpenses?  Were  you  aware 
on  or  around  August  or  September  of  '74? 

fl.    No  I  v;as  not,  and  I  don't  knov;  what  st.itewent  you'r.s 
speaking  of  now,  is  that  the  one  that  you  found  as  an  account 
receivable  that  v/as  still  continuing  and  I  think  again.  Rick, 
certainly  can  tell  you  of  my  surprise  —  .t  was  not  aware  of 
that  until  Rick  brought  it  to  my  attention  in  ^}^v  of  1975, 
because,  as  I  stated  to  you  earlier  in  my  conver-saticns  whopevcr 
it  was  —  and  I  have  a  recollection  that  it  was  in  October  or 
November,  v/henever  the  $3,000  wa."  paid,  1  frankly  don't  remember 
the  dates,  but  I  arked  the  specific  question  does  this  clear 
up  evv3rything  now,  does  thi.s  clear  tlie  books,  are  vie   through 
with  all  this,  and  I  told  you  the  response  I  got  v;as  yes  and 
the  next  thing  that  I  knev;  anything  at  all  about  anything  that  . 
was  left  outstanding  was  when  Rick  asked  me  eijout  an  account 
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receivable  for  the  campaign,  and  I  think  again  he  will  agree 
that  I  expressed  utter  surprise,  almost  as  surprised  as  I  v;as 
when  they  called  me  and  told  me  that  I  had  a  siibpocna  from 
you,  the  same  sort  of  surprise  and  concern  about  it,  because 
of  the  circumstances.   1  was  told  at  that  time  that  that 
related  to  what  the  local  group  of  folks  were  doing,  that 
they  v/ere  paying  it  on  soiae  sort  of  monthly  basis  and  I  called 
Atkins  Henderson  in  ray  office  in  the  presence  of  Mr.  Newell,^ 
asked  him  to  explain  to  ms  what  those  circumstances  were  and 
his  response  v/as  that  that  was  an  outstanding  bill  that  tliey 


felt  like  I  had  paid  through  the  nose  and  they  were  having 


local  people  c^ive  checks,  a  group  of  local  supporters  give 
chggJiiJ;jj^iljfi,Ji4mk ,   I  subsequently  have  paid  that  because  I 
didn't  want  that  to  be  outstanding.   I  v/ont  back  and  asked 
Lamar  about  the  circumstances  of  how  it  cams  about  and 
everything  and  I  told  hira  —  he  told  me  and  I  wrote  him  a 
check  for  it,  that's  been  since  all  this  came  up. 

p.    Could  1  get  you  to  supply  me  v/ith  a  copy  of  that 
check  also? 

A.    I'd  be  glad  to. 

p.    That  second  reiiriburs^-3m3nt  check. 

K  /ind  that  —  at  the  time  you  asked  me  v;a3  $4,000  and 

something  I  believe  and  subsequently  it  had  gro-vn  to  $5,000. 
rai.  WEt-rai.L:   That  was  interest? 
THIi  WITNESS:   I  assume-  it  was  interest,  it  sure  looked 
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like  it,  there  weren't  any  oth«r  exnenditureo .   It  looked  like 
it  was  a  pretty  high  rate  bocauss  it  had  grovm  significantly 
during  that  period  of  time. 
BV  MR.  SHEaRY: 
Q.         Wsre  you  advisad  when  you  ultimnteiy  paid  this  bill 
of  the  breakout  on  caiapaign  expenses,  interest  and  so  forth? 

A.    yes,  I  was  givan  a  copy  of  that  and  it  had  the 
service  charges  involved  delineated. 
Q.    Do  you  have  that  record? 
X         Yes  I  think  I  do. 
Q.  Would  yon  send  me  that  record? 

A.    I'll  be  glad  to.   I  assumed  that  thay  probably  had 
given  you  a  copy  of  that. 

MR.  SIIEHRY:   Off  tlie  record  just  a  nvinute, 

(Discussion  off  the  record.) 
MR.  SHERRY:   Let's  go  back  on  tlie  record. 
BY  MR.  SHERRY: 
0.    We're  looking  at  a  previously  identified  Calhouii 
Exhibit  Kuirber  6  dated  8-28-75  and  particularly  looking  at  the 
tliird  page  of  the  exhibit  entitled  "Stateraant  August  18,  1975, 
T.  B.  Lance  Caripaign  Fund."  The  record  should  show  that  this 
was  the  statement  prepared  by  the  bank  for  the  purposes  of 
testimony  of  another  witness  in  this  matter. 

A.    If  I  could  interject  there,  I  don't  think  that's  the 
case,  I  think  that  was  prepared  for  me  when  I  told  them  I 
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wanted  to  pay  It  and  I  wanted  it  cleared  up  inmediately.   I 
aaked  tliem  to  submit  a  statement  to  rae  just  bo  I'd  have  it, 
and  I  think  that  may  have  been  the  reason  it  was   prepared, 
although  it  may  have  been  in  connection  v/ith  what  Atkins 
related. 

Q.  You  have  receivad  a  copy? 

A.    I  have  a  copy  of  that,  right. 
Q.  It's  your  understanding,  Mr.  Lance,  that  the 

charges  that  are  indicated  here  as  service  charges  —  let  me 
ask  you  directly,  what  do  you  —  vrhat  v.'ere  you  told  that  those 
service  charges  represented? 

/i.    I  was  told  that  was  interest  at  9  percent  v;hich  I 
believe  under  the  state  laws  is  usurious  —  and  that's  a 
facetious  cor.iment,  you  can  have  the  record  show  tliat. 

You  cio  not  need  me  to  sjend  you  a  copy  of  that? 
Q.  I  do  not,  sir,  if  that's  record  you  received,  we 

don't  need  another  one. 

MR.  SHERHY:   VJhy  don't  v;3  taka  about  a  five  minute 
recess  here. 

(A  short  recess  v/as  taken.) 
MR.  SHERRY:   173 '13.  yo  back  cn  the  record. 
BY  MH.  SHERRY: 
Q.  In  reviewing  the  recorcls  and  so  forth,  one  of  the 

matters ,  among  others ,  that  I  find  troublesome  is  that  for 
exaniple  during  overdraft  period  the  banic  ccntinued  to  pay  and 
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honor  checks,  "^^'"iVT  *'^"   '^^np^nnss  of  the  c£mipaign«   We  further 
see  in  reviewing  the  records  concerning  the  statements  rendered 
to  the  Campaign  —  rendered  by  the  bank  contained  in  Exhibit 
Number  4  —  the  bank  was  paying  the  expenses  and  then  subsequent! 


being  reimbursed  but  there  is  a  passage  of  time  there.   On  the 


overdraft  situation  on  the  final  account,  the  Bert  Lance 
Campaign  Account,  that  account  was  in  an  overdraft  position 
for  almost  four  months  and  got  to  the  amount  of  $150,000^  As 
I  understand  your  testimony  on  the  overdraft  situation,  you 
weren't  av/are  of  the  first  situation  in  the  Bert  Lance  Campaign 
Account  nor  on  the  TBL  account,  is  that  accurate? 
A.    V7hen  you  say  aware  — 

Q.  You  had  no  knov/ledge  of  it,  you  weren't  told  — 

A.    Well  conversationally  or  other\*ise,  1  may  have  been 
aware  of  it,  but  that  was  being  handled  by  the  Campaign 
Committee  and  I  just  could  not  involve  myself  in  that  aspect  of 
it,  I  had  taken  V7hatever  safeguards  I  felt  like  the  bank  was 
protected  v/ith  regard  to  the  circumstances  and  that  v/as  it. 
So,  you  know,  I  can't  truthfully  say  —  v/hen  you  say  aware  — 
that  I  wasn't  av;are  of  the  fact  that  the  campaign  account  may 
have  been  overdrawn,  it  may  have  been  overdrav/n  from  time  to 
time,  it  may  have  been  covered.   I  didn't  involve  myself  in 
that  because  I  just  simply  did  not  have  the  time  to  be  involved 
in  that  aspect  of  tlie  campaign.   I  v;as  working  20  hours  a  day 
and  sometimes  a  little  bit  more  than  that,  and  that's  no  excuse. 
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that's  no  justification,  but  that's  what  comes  about  during  a 
campaign. 

MR.  NEWELL:   I  guess  what  this  ultimately  —  you 
know,  it's  not  a  conclusion  on  my  part,  but  it  raises  the' 
question  as  to  v/hether  the  campaign  was  being  —  if  I  can 
use  —  was  being  bankrolled  by  the  bai^k  for  periods  of  time 
and  subsequently  being  reimbursed  however,  but  — 

THE  WITITOSS:  I  don't  think  it  was  being  bankrolled 
by  the  bank,  I  think  that  v;as  a  situation  where  the  bank  was 
laaking  advances,  if  you  want  to  call  it  tliat,  or  loaning 
money  which  it  has  a  perfect  right  to  do  so,  or  at  least  I 
thought  that  it  did,  I  may  be  \«.-ong  about  that,  tlie  overdraft 
method  is  not  the  preferable  method  but  it  was  a  method  that 
I  v:as  guaranteeing  the  situation.  That  just  wasn't  of  that 
much  concern,  I  didn't  have  tlie  time  to  get  concerned  eibout 
it  and  say  you've  got  to  get  out  and  get  eoQe  money,  you've 
got  to  do  it  this  way,  you've  got  to  do  it  that  way.   1  did 
not  do  tliat,  1  was  not  av/are,  but  I  do  not  think  that  it's 
fair  or  proper  to  say  that  tiie  bank  was  beuilurolling  the 
campaign,  th«  bank  did  not  lose  any  nioney  that  1  know 
anvtliing  about,  it  may  r.ppear  from  your  own  records  that  it 
made  money  to  v;hatever  extent  that  I  was  overcharged  or  wa 
overpaid  the  bank ,   I  don '  t  have  any  way  of  knov;ing  that 
frankly,  we'd  have  to  go  back  and  adjudicate  tl\at  to  some 
extent,  to  see  whether  the  bank  ever  actually  lost  anything 
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or  not,  I  don't  thinJt  that  it  did,  our  intention  froin  tliQ 
outset  was  that  tliat  wouldn't  be  the  caso,  that  the  bank  would 
be  totally  and  completely  reinburned  and  ta};ea  cars  of  cibout 
anything  that  came  up  ac  a  result  o£  the  carapaign  and  that's 
the  way  v;e  tried  to  do  it,  you  know,  I  v/as  totally  candid  from, 
the  outset  about  tlis  probleips  that  we  had,  I've  been  completely 
candid  ever  since  then  about  the  problema  that  we  had.   I 
think  that  the  record  speaks  for  itself,  there  was  no  intent 
to  hide  cuiy tiling,  to  cover  up  anything,  and  I  think  that  stands 
for  itself.   We  knew  very  v;ell  that  this  vrould  be  subject  to 
examination  not  only  by  the  Comptroller ' a  office  but  by 
Internal  Kevenus ,  by  the  disclosure  situation  and  everytl ing 
else,  and  there  Mas   no  effort  to  cover  up  anything  ever,  it 
was  made  directly  to  make  sure  that  it  v/as  handled  as  best  it 
could  be  handled  under  the  circumstances  euid  the  circustcinceg 
being  me  being  a  bajiker  that  was  running  for  public  office, 
and  I'm  not  sui'e  that  there's  anytinc  v/ith  a  banjcer  running 
for  public  officG,  although  I'll  have  to  confess  I've  had  soma 
real  doubts  about  it  subsequently  to  tlie  situation,  but  be  that 
as  it  may,  I  think  it  does  speeik  for  itself  and  that  we  tried 
to  do  it  properly. 

BY  M.U.  SriERRY: 
Q.         Did  you  have  tlie  benefit  of  legal  counsel  curing  Ihc 
setting  up  of  your  campaign  committee? 

fl.    VJell  as  I  told  you  Beverly  Langford  whom  you  met 
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yesterday  vjas  the  campaign  chairman,  Phillip  Alston  who  is 
one  of  the  most  respected  attorneys  in  Atlanta,  his  secretary 
handled  all  the  papert*;or Jc ,  so  you  know,  for  whatever  benefit 
of  legal  counsel  that  was,  ns  you  can  V7ell  tall  and  as  I'm 
sure  we  have  been  subjected  to  great  public  notice  in  recent 
months,  campaigns  are  rather  loosely  organized  situations  and 
they're  not  run  on  a  very  businesslike  basis  for  the  simple 
reason  that  the  fellow  who  is  most  concerned  about  it  just 
simply  does  not  have  tiir.e  to  involve  himself  in  that  sort 
of  detail,  there  is  absolutely  no  way  that  a  candidate  can  do 
that  and  make  a  race  in  a  State  tlie  siae  of  Georgia  or  I  guess 
any  other  state,  that's  one  of  the  problems  we've  got.   1 
didn't  know  that   I  needed  the  benefit  of  legal  counsel  during 
that  particular  time.   These  folks  are  v/ell  aware  of  what  the 
situation  was  and  I  left  it  to  theia  to  look  after  it.  And 
that's  not  implying  any  removal  of  my  responsibility,  I  had 
the  same  amount  of  responsibility  that  I  always  had,  but  I 
think  honestly  that  v;hen  you  tally  up  and  when  you  look  at 
what  was  paid  by  the  campaign  or  by  me  to  the  Calhouii  First 
National  Bank,  that  the  bank  suffered  no  loss  of  funds  or 
anything  else  and  it  would  hu'.vo  beon  a  vory  simple  matter, 
just  looking  tlirough  there,  to  say  that  my  secretary  for 
example  continued  to  do  bank  work  instead  of  campaign  work, 
and  that's  not  the  case,  I  notice  v/e  paid  her  $512.50  a  month 
through  that  period  of  tims  which  is  right  and  proper  and  I 
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think  that's  the  way  it  ought  to  be  but  the  bank  charged  me  with 
that  and  the  bank  was  paid.   How  it  was  handled,  that's  a 
matter  of  how  you  do  it  but  our  accountant  was  aware,  our 
lav/yer  was  aweire  of  it,  everybody  was  aware  of  it,  so  I  think 
that  made  our  intent  very  v;ell  known.   I'm  not  making  an 
argument  from  that  standpoint,  I'm  just  trying  to  explain  to 
you  in  a  little  bit  more  detail  the  sum  —  some  of  the  problems 
and  some  of  the  circumstances  which  you  face  in  that  sort  of 
situation,  and  that's  teh  thing  that  makes  it  sort  of  tough 
to  do. 

MR.  SHERRY:   I  have  no  further  questions  at  thij 
time,  Mr.  Lance.   I  appreciate  your  coming  in  and  your  coopera- 
tion.  I  do  v/ant  to  again  emphasize  tliat  this  is  a  private 
investigation  being  conducted  to  determine  whether  there  have 
been  violations.   The  concent  of  any  questions  should  not  be 
taken  to  reflect  adversely  on  any  individuals  or  entities 
mentioned.   We're  here  to  seek  facts  involving  this  matter. 
If  you  hav3  a  further  statement  you'd  like  to  make,  feel  free. 
T?;e  WITHESS:   Mo,  no,  1   think  I've  pretty  v.'ell  said 
it  all.   I  vrauld  say  tliis,  that  in  the  ovenc  you  make  a 
determination  I  v/ould  certainly  assun'.e  that  you  would  deter- 
mine v/hether  or  not  these  expenditiures  vjere  in  effect  over- 
payments or  under-payments .   I  don't  suggest  that  there  be  any 
setoff  or  anything  of  that  type,  I'm  satisfied  with  what  has 
been  done  but  I  think  that's  an  avjfully  important  set  of 
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circumstancofi  for  you  to  caka   a  look  at,  which  again  shcw3 
intent  and  shows  the  v;ay  it  v/aa  handled,  because  1  did  not 
use  that  airplane  and  a  lot  of  otlier  thingc  that  probably 
were  reiniburced  to  the  bank,  servicaa  of  people  and  things 
like  that,  they  spent  r-.o3c  of  their  tiino  with  the  bank. 
Very  obviously,  1  lost  and  didn't  spend  enough  time  out  in 
the  campaign,  but  1  thinli  if  you  look  into  that  and  look  at 
it  from  the  reasonable  basis  tliat  I  know  you  will,  that  again 
shows  that  what  we  were  trj'ing  to  do,  and  my  intent  was  not 
to  involve  the  bank  in  any  form  or  fashion  as  such,  and  1 
tried  to  be  very,  very  careful  about  —  in  every  v/ay  possiljxa. 
MR.  SHERSY:   Let  tlie  racord  reflect  that  it's  11:25 
a.m.  and  we  will  close  tiie  record  at  this  time. 

{Whereupon,  the  investigation  was  concluded  at  11:25  a.m. 
on  August  29,  1975.) 


[Whereupon,  at  2:20  p.m.,  the  subcommittee  recessed,  to  reconvene! 
at  3:05  p.m.,  the  same  day.] 
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